The People’s Money 


A Bill to provide for widespread 
reform of accounting and bud- 
geting procedures in the U.S. 
ideral Government sphere is now be- 
Congress, according to a report in 

e July issue of the Journal of Accoun- 


‘The main features of this Bill, which 

been approved by a Senate Opera- 

s sub-committee, are reported to 

f budgeting to be on a cost basis; 

founting to be on an accruals basis; 

ropriations to be made in terms of 

ual accrued expenditures, rather 

on estimated obligations to be in- 

ed over longer periods. Senator 

n F. Kennedy, sponsor of the Bill, 

is claimed that this method of making 

bropriations would put a stop to the 

ent practice of rushing to “obli- 

ite” unused funds at the end of the 
neial year. 


"Mr. John H. Zebley, Jr., President 
the American Institute of Accoun- 
8, said this before a House of 
Spresentatives sub-committee: “It 
B proposed Bill] seems to us to pro- 
a sound basis for developing the 
Wpe of budgetary and accounting con- 
Wis that are urgently needed for the 
ient management of the govern- 

8 far-flung operations.” 


ee 
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EDITORIAL 











It is to be observed that the pro- 
posal that government accounting and 
budgeting should be on a “commit- 
ments” or accruals basis rather than on 
a cash basis is not new, and was con- 
sidered in the United Kingdom by the 
Committee on the Form of Government 
Accounts whose Report! was published 
in 1950. That committee recommended 
no change in what it called the “funda- 
mental principles” of the existing par- 
liamentary system: “namely, cash 
supply grants from the Consolidated 
Fund, Appropriation Accounts show- 
ing the cash expenditure coming in 
course of payment during the year, and 
the cash surrender to the Exchequer of 
unexpended balances.’ 


It was reported in an appendix to 
this Report that “the budgets and an- 
nual accounts of the Netherlands Gov- 
ernment have always been prepared 
on a ‘commitments’ basis, in the sense 
that although the accounting was on a 
receipts and payments basis, yet, in 
order to control budgeted commitments 
(as distinct from cash outlay), amounts 
received and payments made in any 
year in respect of commitments pre- 





1. Cmd. 7969, H.M.S.O., 1950. 
2. Op. cit., p. 14. 





EDITORIAL 
viously approved were brought into the 
accounts for the preceding year.” 

The’ British committee decided 
against recommending the adoption of 
any features of such a system, con- 
sidering that the problem for the 
ordinary government department is 
one of stewardship only. Parliament 
having provided a certain sum to be 
spent on specific purposes, the depart- 
ment’s obligation is to account to Par- 
liament for its stewardship. This 
view does not exclude the appro- 
priateness of income-and-expenditure 
accounting in some areas of govern- 
ment finance, namely government trad- 
ing operations. 

The American Bill is designed to 
implement recommendations of the 
Hoover Commission, which has made 
extensive investigations into the prob- 
lems of government finance. It ap- 


pears, from the brief report we have, 


that American opinion is now strongly 
in favour of abandonment of the cash 
method of accounting. Other support- 
ers of the Bill were the Comptroller 
General, Bureau of the Budget, and 
Defence Department witnesses who ap- 
peared before the Senate sub-commit- 


tee. What opposition, if any, has been 
raised against the proposals does not 
appear from the Journal of Accoun. 
tancy report. 


Senator Kennedy claims that the new 
system should result in better control 
over government finances, and he fore. 
casts savings of $4 billion (presumably 
per annum)—a sufficiently substantial 
sum whose accuracy, however, re. 
mains to be tested. It is interesting 
to contrast this forecast with the re 
sults of a British experiment recorded 
in Appendix C of the Report previously 
mentioned. An attempt was made to 
introduce an income-and-expenditure 
basis of accounting in the British 
Army in 1919, but it was abandoned in 
1925: “It... entailed an extra cost 
which never fell below £200,000 a year 
and was twice that amount in the first 
year; on the other hand the experi- 
ment had not led to commensurate 
economies in administration and 
seemed unlikely ever to do so.”* This 
is not to predict failure for the Ameri- 
can scheme, which is probably less in- 
volved than the British Army experi- 
ment. Certainly, if the American pro- 
posals are adopted they will be watched 
with interest from here. 





3. Op. cit., p. 77. 


4. Op. cit., p. 70. 
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MONTHLY REVIEW 


of current events 








At the extraordinary general 

meeting held last month, mem- 

bers of the Australasian Insti- 

tute of Cost Accountants re- 
corded a strong vote in favour of af- 
fliation with the Australian Society 
of Accountants. Details of the voting 
are given in News and Notes, else- 
where in this issue. 


It will take a little time for the ad- 
ministrative details of the affiliation to 
be worked out, but we have been told 
that these will be announced as soon as 
possible. In the meantime, members 
and students of the Cost Institute have 
ben asked to continue addressing en- 
qiries and correspondence to the office 
of the Cost Institute with which they 
have been accustomed to deal. 


Anew publication 


Members of the Australian Society 
of Accountants will shortly receive 
their first copy of a new publication, 
the A.S.A. Bulletin. In recent months, 
the Australian Accountant has been 
unable to find space to publish all the 
articles submitted, and it has become 
inreasingly difficult to find room in 
this journal for the many excellent 
technical lectures that have been de- 
livered to Society members. 


The A.S.A. Bulletin will therefore be 
devoted entirely to the publication of 
technical lectures which, in the opinion 
of the Executive Committee, are of suf- 
fcient merit and interest to warrant 
their inclusion. No charge will be 
made to members for the Bulletin, but 
it will be a costly venture and a de- 
asion as to its continued publication 
will depend on the reception accorded 
is first issue. Members who would 
ke to see the publication continued 
will be asked to sign and return a post 
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card that will be inserted in the first 
number. If the response by members 
indicates sufficient interest, the Bulle- 
tin is expected to be continued as a 
regular periodical. 

The Australian Accountant, of 
course, is unaffected by these arrange- 
ments, and will continue to be published 
in its present form. 


New Zealand’s budget 


The New Zealand budget was brought 
down last month, and for the first 
time in seven years it contained no 
tax concessions. On the contrary, 
there has been a small increase in in- 
come taxes. Last year’s income tax 
rebate of 20 per cent., with a maxi- 
mum of £75, has been reduced to 10 
per cent. with a maximum of £40; and 
the only concession recently granted 
to companies, a special plant deprecia- 
tion allowance, has been withdrawn. 
As a result of these changes the income 
tax yield is expected to be up by £3.5 
million to yield a total of over £98 mil- 
lion. In all, the Government has bud- 
geted for a modest surplus of £3.7 
million. 

New Zealand’s major economic prob- 
lem will sound familiar to Australians 
—a serious balance of payments de- 
ficit—and it had been predicted that 
heavier sales taxes might be imposed on 
certain luxury goods, with the object 
of reducing imports. However, the 
Government is relying instead on a 
continuation of physical controls and 
credit restrictions, as well as the with- 
drawal of the special depreciation al- 
lowance already mentioned, which will 
probably discourage some imports of 
industrial plant. 

The Minister of Finance announced 
the appointment of a committee to in- 
vestigate pay-as-you-earn taxation in 


355 





MONTHLY REVIEW 


relation to New Zealand conditions. 
It is understood that the Government 
hopes to bring down the necessary 
legislation to introduce pay-as-you-earn 
next year. 


Australia’s budget 


This issue of the journal went to 
press too soon to permit any comment 
to be made on the Commonwealth bud- 
get, which Sir Arthur Fadden was to 
bring down at the end of August. The 
Australian budget will therefore be 
dealt with in a later number. 


Axes for taxes 


In a recent issue, the editors of 
America’s Life magazine recorded their 
astonishment at how little protest is 
raised by the descendants of those 
people who staged the Boston Tea 
Party and the Whisky Rebellion, when 
today they calmly pay away an annual 
30 billion dollars in income taxes. 
Looking for an answer, Life finds it 
firstly in the anaesthetic effects of the 
withholding system (deduction at the 
source, in Australian parlance) which 
so deadens the blow that taxpayers 
have long since learned to think simply 
in terms of their take-home pay. 
Secondly, the editors say, the system of 
graduated rates (29 to 91 per cent. in 
U.S.A.) is not nearly as steep as it 
appears. The complexity of the income 
tax laws enables taxpayers to find per- 
fectly legal ways of reducing their ob- 
ligations. 


The traditional argument for com- 
plexity in a taxing law is that equity 
and simplicity cannot go hand in hand. 
This, of course, is true; if equity is 
the objective, it can only be achieved 
by adding more and more special pro- 
visions to cover the positions of tax- 
payers placed in particular circum- 
stances. Life questions whether this 
gain is worth the cost—the cost being 
a patchwork system of special pro- 
visions which gets ever more complex 
under its own weight. 


The alternative? Life wants “an 
income tax whose progressiveness is 
realistic, not demagogic; whose exemp- 
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tions are few, uniform and geney: 
and which lets equity and simplicity p, 
inforce, not undermine, each other’ 
Brave words, no doubt, but there ig », 
thing like having an ideal to strive fy 


Fortune’s five-hundred 


The American business magazin 
Fortune, has published as a supplemey 
to the July issue a second edition ¢ 
its directory of the 500 largest indy 
trial corporations in the United State, 
The companies are ranked in order of 
their gross sales in the year 19%, 
Perhaps the most surprising thiy 
about this, to anyone used to th 
British and Australian philosophy of 
corporate reporting, is that the sale 
figures for America’s 500 largest cor. 
porations should be ascertainable. 


At the top of the list, as might wel 
be expected, is General Motors with 
sales of $12,443 million. The baby of 
the group reported sales of $55 million 


Fortune says that the 500 companies 
produced about half the industrial out- 
put of the United States, and a quarter 
that of the free world. Their aggre 
gate sales were $161,398 million, a 
figure whose magnitude simply defies 
the imagination. But there is a mas 
of fascinating information in the table. 
Ford, for instance, No. 3 on the list 
had only 157 stockholders at the end 
of 1955, when its total assets were 
$2,585 million. As a result of ther 
cent release of Ford stock to the pub 
lic, however, it now has over 300,000 
stockholders. General Motors’ stock 
holders exceed half-a-million, but even 
this figure is small when compare 
with American Telephone and Tee 
graph, which was not included in the 
500 because it is not an “industrial” 
company. American Telephone ani 
Telegraph has 1.4 million stockholders 
roughly the same number of people 4 
live in greater Melbourne. 


Twenty-two of .the industrial com 
panies have assets exceeding $1, 
million; sixteen made profits of over 
$100 million each in 1955. Some, d 
course, made losses, the heaviest 10s 
in 1955 being $29.7 million. 


The Australian Accountant, September, 1956 
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In the same issue, Fortune predicts 
svigorous upturn in American busi- 
ness in 1957, but with little prospect 
of any serious inflation. The present 

iod of reduced consumer spending, 
itsays, has been a period of “readjust- 
ment” which is now almost over. 


Encouraging local writers 

The Australian Society of Accoun- 
tts is to make a periodic award 
simed at encouraging the publication 
of accounting literature in Australia. 
Tobe known as The Australian Society 
of Accountants Treatise Award, it will 
ensist of a mounted gold medal and 
tiation, and will be awarded to the 
gthor or authors of the best Aus- 
tralian treatise in accounting, either 
published or unpublished. Treatises to 
te eligible must be, in the case of pub- 
lished works, the first edition of any 
wrk whose first publication has been 
in Australia; in the case of unpub- 
lished works, the authors must be Aus- 
tralian residents, and the work must 
nt have been submitted, as a thesis 
w for publication, outside Australia. 


The first award will be in respect of 
the five years ended 30 September, 
S7—i.e., in the case of published 
material, works first published during 
his period, and in the case of unpub- 
ished material, works completed dur- 
ing this period. Thereafter, the award 
vil be made in respect of each sub- 
sequent two-year period. It is under- 
ood that authors and publishers of 
prize-winning works will be given the 
right to reproduce a facsimile of the 
medal, accompanied by prescribed 
wording referring to the award, in 
publisher’s advertisements and in later 
ditions of the prize-winning work. 


Further announcements, and infor- 
mation as to the procedure for sub- 
mitting entries, are expected to be 
nade shortly. 


Accounting and taxation 

The 1954 revision of the United 

States Internal Revenue Code pro- 

Vided for much closer identification of 
le income with accounting profit 
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than previously. Taxpayers were to be 
permitted to deduct an_ estimated 
amount for expenses which, although 
uncertain in amount, were neverthe- 
less incurred in earning the current 
year’s income; also, they were to be 
allowed to defer, until the appropriate 
future financial year, income currently 
received in respect of services to be 
rendered in the future. 

Because of the severe criticism to 
which they were subjected, and great 
uncertainty about the probable loss of 
taxation revenue in the transition year, 
these provisions were repealed in 1955 
with retrospective effect. The Journal 
of Accountancy reports, however, that 
a Bill is now before the House of Repre- 
sentatives to restore them in limited 
form. Governments have always been 
understandably reluctant to allow any 
subjective element to enter into the 
calculation of taxable income, and it is 
interesting to learn of the possible re- 
vival of these American provisions 
which, when they were first introduced 
in 1954, seemed likely to mark a con- 
siderable advance in tax legislation. 


It is also reported from the United 
States that substantial changes in the 
Federal income tax structure will prob- 
ably be given consideration next year. 
Congress now has before it a proposal 
to set up a Commission on Federal 
Taxation which, if appointed, will 
make a wide and detailed investigation 
of the tax laws. 


Rural output rises 


Following a deficit on the oversea 
balance of payments for the year ended 
June 30 last, it is encouraging to hear 
the report from the Minister for Pri- 
mary Industry to the effect that volume 
of rural products exported during 1955- 
56 was 6 per cent. higher than in the 
previous year, although value was about 
£13 million lower. What will happen 
during 1956-57 is rather more difficult 
to estimate, but one of the major items 
is wool, and it does seem likely that 
prices will stay firm for this commodity, 
and the quantity of the clip is estimated 
to be greater than in the season just 
closed. It may also be expected that ex- 
port earnings from wheat, meat and 
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dairy produce may improve and contri- 
bute to higher total exports. However, 
looking further ahead, the Minister 
pointed out that Australia would have 
to maintain a considerable expansion 
of export earnings in future years to 
pay for the ordinary expansion of im- 
ports required by a growing popu!ation. 
By 1960, for example, when our popula- 
tion should exceed 10 million, export 
earnings would need to rise from the 
present level of some £800 million to 
more than £950 million—about a 20 
per cent. increase, 


Savings grow slowly 


Despite the recent stimulus given to 
Australian savings deposits by the 
opening of private savings banks, the 
total grows relatively slowly. One way 
of looking at this is shown by the Com- 
monwealth Statistician’s analysis of de- 
posits at the end of the financial year. 
During the year 1955-56, Australians 
deposited about £1,050 million in the 
various savings banks, but they with- 
drew all but £444 million—only 4.2 per 
cent. of the deposits—during the year. 
The interest allowed totalled £224 mil- 
lion, so that the aggregate showed a 
rise of £67 million for the year. 


Paying for money 


The 10 per cent. interest payable on 
registered fixed deposit notes of H. G. 
Palmer (Consolidated) Ltd. is a good 
return for a three-year investment. It 
is hardly to be wondered at that the 
£100,000 issue was subscribed three and 
a half times in eight days. To have set 
this rate, and also engaged under- 
writers, might be called conservative 
policy on the part of the company. 
Offering such rates also makes the task 
harder for all other borrowers compet- 
ing for funds in today’s tight money 
market. Despite the 2s. in the £ tax 
rebate, Commonwealth loans yielding a 
little over 5 per cent. for seven years or 
longer must look rather unattractive by 
comparison. 


More sugar required 
The International Sugar Council met 
during August to reconsider the export 
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quotas set last December for the maiy 
exporting countries. The 1955 meeting 
had fixed quotas on the assumption that 
about 44 mil.ion tons of sugar would be 
absorbed by world import markets dyr. 
ing 1956. However, the resulting g. 
port quotas have run out while demand 
is still unsatisfied, and sugar prices 
have firmed on major markets. A new 
estimate of world needs is about 5 mil 
lion tons, and export quotas have been 
raised accordingly. This is good news 
for Australia as far as it goes, and ou 
crop this season is expected to be larger 
than last season, However, it is not 
necessarily a good omen for the long 
term. For one thing, the European beet 
sugar crop will soon be available, and 
there are indications that this has been 
substantially expanded. Australia, 
therefore, has no firm basis for a per. 
manent expansion of sugar growing. 


Export of cars 


One of the great landmarks in in- 
dustrial expansion, to which Australian 
manufacturers have deen looking for. 
ward for a long time, is the export of 
motor vehicles. Despite the battle 
against costs, the scale of operations 
has been extended and efficiency has 
been so controlled to make it possible to 
sell Australian-made vehicles abroad 
And once this trade has been estab 
lished, there is presumably some hope 
that further expansion of the scale of 
operations will enable additional mar- 
kets to be explored. The industry had 
to surmount not only the obstacle of 
‘Australian costs, but also the New Ze: 
land Government’s import licensing re 
strictions. Favourable results of recent 
trade talks between the two countries 
opened the way for the Dominion t 
grant a million pounds worth of licences 
for the entry of Australian vehicles 
during 1956—representing 1,750 veli- 
cles in addition to the 33,000 cars and 
trucks which had already been allowed 
for in the licensing schedu!es. The 1957 
schedules are due now, and are beilg 
awaited with interest, for Australia 
will be keen to obtain a larger share of 
the restricted New Zealand market, 
which British cars have supplied 4 
large proportion. 


The Australian Accountant, September, 19t. 
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(ream on the milk 


There has apparently been a good 
eal more profit in milk than some 
‘nikos’’ used to think. The modern 
end toward concentration of Mel- 
urne milk rounds into the hands of 
; comparatively few companies, seve- 
nl of them listed on the Stock Ex- 
change, has shown good results so far. 
Rates of earnings and dividends have 
en good, and the movement can pre- 
wmably go further. Although there 
we probably some exceptions, it can 
gnerally be said that Melbourne house- 
holders enjoy a very useful service for 
smoderate cost in receiving their daily 
dose of this essential liquid delivered in 
sconvenient form, at a high degree of 
writy, with considerable regularity, 
ymewhere near their front gates. This 
nutine has become so well established 
inMelbourne homes that we cannot see 
the demand falling off seriously, even 
ff eonomie conditions become less 
oyant. The mi‘k ration might be one 
if the last on which we would econo- 
nse. And as the city’s population “in- 


tensifies” (if we might use that term 
to denote closer concentrations of popu- 
lation in flats and other heavily built-up 
areas) the milk rounds should become 
more profitable, as it becomes less costly 
to supply each household. The potential 
capital profit on outer suburban milk 
rounds must be even greater. 


And the realisation of the profits to 
be gained from consolidation in this 
sector of retailing suggests that there 
might well be similar gains to be found 
in other directions. Why, for example, 
do retail greengrocers operate as indi- 
vidual shops, rather than in chains? 
One might imagine that there are bene- 
fits to be reaped by some form of con- 
solidation which would obviate the 
costly and wearisome process of indi- 
vidual buying at the early morning 
markets, and separate transport to each 
shop. Consolidation might even enable 
direct purchases from growers at 
cheaper rates than the individual re- 
tailer can buy through the existing 
system of merchants, in somewhat the 
same way as chain grocers can purchase 
in bulk. 





Adelaide Convention Proceedings 


A few copies of the proceedings at the Australian 
Society of Accountants Convention in Adelaide are 


still available. 


Apply for your copy now to the 


General Registrar, 37 Queen Street, Melbourne. 


Price 15s. posted. 


Te Australian Accountant, September, 1956. 





RECENT LEGAL DECISIONS 


Refund of tax to bankrupt taxpayer 


A is a bankrupt. During his bank- 
ruptcy, he earns a salary in respect of 
which his employer makes deductions 
for income tax and social services con- 
tribution as required under the pay- 
as-you-earn system of taxation. These 
deductions exceed by some £44 the 
amount of tax payable in respect of the 
year concerned, so that the taxpayer 
is “entitled to a refund”. That by itself 
is not remarkable, but this taxpayer is 
a bankrupt; because of this, is the 
Commissioner of Taxation bound to 
pay the amount involved to the Official 
Receiver as trustee of the bankrupt 
estate? Or, if the Commissioner pays 
it to the bankrupt, does the amount then 
become available for his creditors, as 
property acquired after sequestration 
and before discharge, under s. 91(i) of 
the Bankruptcy Act? Or is the amount 
of the refund to be treated as something 
the bankrupt is “in receipt of” under 
s. 101 of the Bankruptcy Act, and there- 
fore not available unless, and to the 
extent to which, the Bankruptcy Court 
makes an order accordingly? 


These points are considered by the 
High Court in Deputy Commissioner of 
Taxation v. Official Receiver, [1956] 
A.L.R. 643. 


The Commissioner had informed the 
Official Receiver that he had the £44 
odd in hand, and the Official Receiver 
claimed it. The Commissioner declined 
to pay it over to him on the ground that 
it was necessary for the Official Re- 
ceiver to obtain an order under s. 101 
of the Bankruptcy Act. The Official 
Receiver said this was not necessary, 
as the money vested in him as after- 
acquired property. On application to 
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the Bankruptcy Court, Clyne, J., direc. 
ted that the sum be paid to the Official 
Receiver, holding that the obligation 
imposed on the Commissioner by the 
Assessment Act (to refund the amount) 
constituted a chose in action, which be- 
longed to the Official Receiver as a 
result of ss. 91(i) and 99(4) of the 
Bankruptcy Act. The Commissioner 
appealed to the High Court. 


The first point for decision was 
whether the right to a refund consti- 
tuted a chose in action which would vest 
in the Official Receiver independently 
of s. 101. Dixon, C.J., Williams and 
Fullagar, JJ., held that it did not. 
They also held that the Assessment Act 
imposed a statutory duty to pay the 
amount of the refund to the taxpayer, 
which precluded the Commissioner from 
paying it to the Official Receiver. 


This being so, the question then arose 
—could the sum in question be regarded 
as personal earnings of the bankrupt 
in respect of which the Bankruptcy 
Court could make an order under s. 101, 
directing that some part or all of it be 
made available for distribution among 
the creditors? Having regard to the 
fact that the sum is really earnings not 
yet paid to the bankrupt, the sum can 
be regarded as “personal earnings”, but 
it seems that, until the amount has been 
paid to the bankrupt taxpayer, he cal- 
not be regarded as “in receipt of” it for 
the purposes of s, 101. 


In the result, therefore, the appeal 
was allowed. And, since it appears 
from the report that this question has 
confronted the Commissioner and the 
Official Receiver on more than one 0ccé 
sion, and that this case was something 
in the nature of a test case, we may 
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take it that the proper course in future 
cases like this is for the Commissioner 
to pay the amount of the refund to the 
bankrupt taxpayer, leaving it to the 
Official Receiver then to make an appli- 
cation under s. 101 if he wishes. 


Interference in internal management 


It is well known that the Courts are 
ymewhat relucant to interfere in the in- 
ternal management of a company, espec- 
ially at the instance of a minority share- 
holder. This is largely the result of the 
principle of majority rule—often spoken 
of as the rule in Foss v. Harbottle—and 
the consequence is that a shareholder, 
either alone or on behalf of himself and 
other minority shareholders, cannot sue 
toenforce a wrong done to the corpora- 
tin; the company itself is the only 
proper plaintiff. Again, if the matter 
complained of is one which a simple 
majority of members could sanction, 
and which, if so sanctioned, would bind 
all members, then no single member 
tan sue in respect of it. But to this 
there are exceptions, and in certain 
cases a minority shareholder can sue 
inhis own name—e.g., in order to re- 
strain the company from some ultra 
vires or unlawful act, or where (because 
of the control capable of being exer- 
cised by an overbearing majority) it 
would otherwise be impossible for the 
minority to get to the Courts. The rule, 
itis often said, is not inflexible—it will 
be relaxed where necessary in the in- 
terests of justice. 


The plaintiff in Pavlides v. Jensen & 
Others, [1956] 2 All E.R. 518, sought 
to persuade the Court to relax the rule 
in his favour, but without success. 


_ Approximately 96 per cent. of the 
issued ordinary capital of T Ltd. was 
held by X Ltd. Of 600,000 deferred 
shares (carrying no right to attend or 
vote at general meetings) the greater 
part was held by Y Ltd., but P held 
just under 2,000 of them. T Ltd. owned 
aasbestos mine, which it sold to Z Ltd. 
(in which T. Ltd. had a one-fourth in- 
terest) for £182,000, which sale was 
made without being submitted to a 
general meeting of members for their 
approval. . 
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P alleged that in selling at this figure 
the directors of T Ltd. had acted negli- 
gently, as the real worth of the mine 
was about £1 million. He instituted 
proceedings accordingly against T Ltd. 
and three of its directors, claiming, on 
behalf of himself and all the other 
shareholders of T Ltd. except the de- 
fendant directors, a declaration that the 
directors had been guilty of a breach 
of duty, which had caused loss to T 
Ltd., and seeking payment by the de- 
fendant directors to T Ltd. of damages 
therefor. The defendants took the pre- 
liminary point that the plaintiff, as a 
minority shareholder, was incompetent 
to maintain the action. 


If the plaintiff’s allegations were true, 
there was no doubt that a wrong had 
been done to the company. Ordinarily, 
the company alone could have sued, 
but (said the plaintiff) the fact that 
his shares carried no voting rights pre- 
vented him from requisitioning or at- 
tending a general meeting; and, in any 
event, the defendant directors were able 
to control the company (because they 
were the majority of the Board of X 
Ltd., T’s holding company) and their 
control could prevent the company tak- 
ing any action against them. 


The plaintiff’s argument came to this: 
There are several recognised exceptions 
to the principle stated in Foss v. Har- 
bottle (i.e., ultra vires, illegality, fraud 
by a majority on a minority) but these 
exceptions are not exhaustive, and the 
Court has power to intervene in the in- 
ternal management of the company 
whenever justice requires it. To which 
the defendants replied, in substance, 
that the rule was not subject to such 
wide exceptions at all. And the direc- 
tors did not in fact have the control of 
the company anyway, as they were not 
shareholders; they were merely some 
of the directors of another company 
which happened to hold the bulk of the 
shares in T Ltd. 


Danckwerts, J., held on the facts that 
the sale was not ultra vires the com- 
pany (and it was not alleged to be), 
nor was there any allegation that the 
directors or the majority shareholders 
were acting fraudulently in relation to 
the minority, and it was open to the 
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majority, if they desired, to resolve that 
proceedings in respect of negligence or 
breach of duty should not be brought 
against the directors. His Lordship 
thus declined to give a liberal interpre- 
tation to the exceptions to the principle 
stated in Foss v. Harbottle, and, as the 
facts alleged did not bring the matter 
within the scope of any of the well 
a exceptions, he dismissed P’s 
claim. 


Consideration for a promise 


Consideration must consist of some- 
thing more than the promisor is already 
under a legal obligation to do. So, 
more or less, runs the rule; so, too, ran 
the defence set up in Ward v. Byham, 
[1956] 2 All E.R, 318. 


The parents of an illegitimate child 
had separated, but the mother having 
become housekeeper to a man who was 
prepared to let the child live with them 
(and whom the mother subsequently 
married), she wrote to the father of 
the child asking for it, and for £1 per 
week for its maintenance, this being 
the sum which the father had been pay- 
ing to a neighbour for looking after 
the child. The father replied: “I am 
prepared to let you have [the child] 
and pay you up to £1 per week allow- 
ance for her, providing you can prove 
that she will be well looked after and 
happy and also that she is allowed to 
decide for herself whether or not she 
wishes to come and live with you... .” 


On this basis the mother took th 
child. For some time the father paij 
the £1 per week, but he later fell int, 
arrears, and the mother sued. 


By the National Assistance Act, 194 
(U.K.), the mother of an illegitimat 
child is bound to maintain it, its father 
being under no such obligation. {% 
said the father, in looking after th 
child the mother was only doing what 
she was legally bound to do, and there 
fore there was no sufficient considers. 
tion for his promise to pay £1 per week 


The Court of Appeal held otherwis. 
Morris and Parker, L.JJ., considerej 
that the terms of the father’s lette 
expressed ample consideration for his 
promise, because he said, in effect, that 
if the mother could prove that the chili 
would be well looked after and happy 
he would pay £1 per week. Denning, 
L.J., went further, saying: “I hav 
always thought that a promise to per- 
form an existing duty, or the perforn. 
ance of it, should be regarded as gooi 
consideration, because it is a benefit to 
the person to whom it is given.” h 
this case it was as much a benefit for 
the father to have the child looked after 
by the mother as by a neighbour. As 
he was getting the benefit for which he 
stipulated he ought to honour his pr- 
mise. 

This went a little further, perhaps, 
than did the other judgments, but the 
decision, nevertheless, does leave one 
with the feeling that it was the right 
one. 
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Australian Society of Accountants 


APPOINTMENT OF EXAMINERS 


ppt amp are invited for posi- 
tions of Chief and Assistant Exami- 
ners in all papers of the examinations 
of the Society and for positions of 
Moderators in the taxation and account- 
ing papers. 

The principal functions of a chief 

examiner will be: 

(a) To set the paper in his own-sub- 
ject, prepare model answers to 
the questions and supply copies 
for the Board of Examiners and 
the Moderator. 


To determine the basis of mark- 
ing. 

To mark his share of the papers. 
To check a sample of the papers 
marked by his assistants. 

To adjust differences in marking 
which may be revealed by the 
above check. 


To ensure completion of the work 
within the prescribed time. 


The functions of an assistant examiner 
vill be to mark the number of papers al- 
btted to him, to the standard and on 
the basis laid down by the chief exami- 
ner, 


The functions of a moderator will be 
0 work out the question papers in the 
laxation and accounting papers, to 
upply copies for the Board of Exami- 
lets and to report on the papers gener- 
ally. 

Each examiner will be appointed for 
‘period of one year (two examina- 
tions) in the first instance. If satis- 
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factory, his appointment will be con- 
firmed for the remainder of a three- 
year term. Moderators will be ap- 
pointed for one year only. 

Full particulars of duties and the 
scale of fees will be supplied by any 
State Registrar, upon receipt of a re- 
quest in writing. 

The subjects of examination are as 
follow :— 


Preliminary Examination . . 


Stage 1 
Accounting and Auditing 
Commercial Law A .. .. 


1 paper 


3 papers 
1 paper 


Stage 2 
Company Law and Proce- 


dure . ev led be room 8. Somer 
Company Accounts (in- 
cluding the law relating 
thereto) 
Commercial Law B 
Monetary Theory 
Practice ae wy 
Commonwealth Income 
Tax Law and Practice 


Stage 3 
Advanced Accounting— 
Part A .. ery eek 
Advanced Accounting— 
Part B .. ve cae 4 
Auditing and Business In- 
vestigations . 
Applications, containing full particu- 
lars of qualifications and experience, 
must be lodged with the General Regis- 
trar of the Society, 37 Queen Street, 
Melbourne, C.1, not later than 31 Octo- 
ber, 1956. 


1 paper 
1 paper 


and 
1 paper 


1 paper 


2 papers 
2 papers 


1 paper 





Australian Society of Accountants 


(Incorporated in Australian Capital Territory) 
87 Queen Street, Melbourne 


Victoria 


li, were IS HEREBY GIVEN that an extraordinary general meeting 
of the Society will be held at the Chamber of Manufactures Meeting 
Room, 312 Flinders Street, Melbourne, on Wednesday the tenth day of 
October, 1956, at five-fifteen o’clock in the afternoon when the sub-joined 
resolution will be proposed as a special resolution. 


RESOLUTION 


THAT the Articles of Association be 
altered in manner following :— 


(1) That the following sub-paragraphs 
be substituted for sub-paragraphs 
(a) to (d) inclusive of paragraph 


(2) 
(a) 


(6) 


of Article 8:— 


Two years’ practice alone or in 
partnership as a Public Accoun- 
tant; 

Three years’ experience as a clerk 
to a Public Accountant; 

Three years’ experience as a senior 
officer of a Department of a State 
or of the Commonwealth of Aus- 
tralia in such capacity as the 
General Council may from time to 
time determine; 


Five years’ experience in Accoun- 
tancy and/or finance in such capa- 
city and in such employment as 
the General Council may from 
time to time deem sufficient. 


(2) That the following paragraph be 
substituted for paragraph (c) of 
Article 9:— 


(c) 


Have been in practice as a Public 
Accountant alone or in partnership 
for not less than seven years or 
have been in such practice for not 
less than five years and have been 
an Associate for not less than five 
years or have had not less than 
fifteen years’ experience in accoun- 
tancy and/or finance. 


(3) That the following paragraph be 
substituted for paragraph (d) of 
Article 10:— 

(d) Have had not less than fifteen 


years’ experience in accountancy 
and/or finance or have been in 
practice either alone or in partner- 


ship as a Public Accountant for 
not less than seven years or have 
been in such practice for not les 
than five years and have been an 
Associate for not less than five 
years. 


(4) That the words “or to its Discip- 


linary Committee” be inserted in 
paragraph (1) of Article 30 after 
the words “has been made to it”. 


(5) That the following Article be sub- 


stituted for Article 89:— 


89. At the thirty-first day of Decem 
ber in the year 1956 and at the thirty- 
first day of December in each succeed- 
ing year one-half of the members of 
the General Council shall retire from 
office in the order of rotation herein 
provided, that is to say, 

Victorian members—two in each year, 

New South Wales members—two in 
each year, 

South Australian members—one ip 
each year, 

Western Australian members—one in 
each year, 

Queensland members—two in the year 
1956 and in each alternate year 
thereafter and one in each inter- 
vening year, and 

Tasmanian members—none in the 
year 1956 and in each alternate 
year thereafter and one in each 
intervening year. 


Each Divisional Council so entitled shall 
elect its representative or represents 
tives to fill the vacancies in the manner 
provided by Articles 83 and 90 pro 
vided nevertheless that if the President 
be included among the members retiI- 
ing in any year he shall not then 
retire but shall continue in office unti 
immediately after the holding of the 
next ordinary general meeting of the 
Society. The representative or repr 
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sentatives of a Division to retire shall 
be that representative or those repre- 
sentatives of the Division longest in 
office. In default of agreement between 
two or more representatives of a 
Division who have been in office an 
equal length of time the Chairman of 
a meeting of the Divisional Council held 
at least fourteen days before the thirty- 
first day of December in each year may 
request them to draw lots and if any 
or all decline shall himself draw lots 
for them and shall in accordance with 
results of such drawing of lots declare 
which of them shall remain in office. 


The length of time a Councillor has 
been in office shall be computed from 
his last election or appointment when 
he has previously vacated office. Re- 
tiring members of the General Council 
shall be eligible for re-election. 

(6) That in Article 96 the word “fif- 
teen” be substituted for the word 
“twelve”. 

DATED this fifteenth day of August, 

1956. 

By order of the General Council 


C. W. ANDERSEN 
General Registrar 


Explanation of Proposed Amendments 


The purposes of the proposed amend- 
ments to the Articles of Association 
contained in the notice of meeting given 
above are: 


(1) to clarify the experience required 
for classification as an Associate or 
Fellow of the Society ; 


(2) to clarify the procedure for deal- 
ing with cases of professional conduct; 


(3) to simplify the formula govern- 
ing the retirement and rotation of mem- 
vers of the General Council; and 


(4) to authorise an increase in the 
tumber of members comprising Divi- 
sional Councils. 


Experience requirements 


The first proposed amendment relates 
to Article 8 (a) and is designed to pro- 
vide a more suitable specification of the 
experience required for admission or 
advancement to the status of an Asso- 
tiate. It has been ascertained that the 
wording of sub-paragraphs (a) to (d) 
tow submitted meets the objections 
raised to the wording of the amend- 
ment previously submitted to members. 


The second proposed amendment 
tates to Article 9 and the third pro- 
hosed amendment to Article 10. 


The Australian Accountant, September, 1956. 


Article 9 refers only to the advance- 
ment of an Associate who is in prac- 
tice as a Public Accountant, and Article 
10 refers only to the advancement of 
an Associate who is not in practice as 
a Public Accountant. Consequently, an 
Associate who is in public practice is 
not eligible for advancement under 
Article 10 and an Associate who is not 
in practice is not eligible for advance- 
ment under Article 9. General Council 
is of the opinion that Associates who 
have been in practice for less than the 
number of years prescribed in Article 
9 (c) could well be given the benefit 
of compliance with Article 10 (d) for 
purposes of advancement and that Asso- 
ciates no longer in practice could be 
given the benefit of compliance with 
Article 9 (c). To enable this to be 
done, it will be necessary to amend both 
Articles by incorporating in Article 9 
(c) some of the wording of Article 10 
(d) and by incorporating in Article 10 
(d) some of the wording of Article 9 
(c). 


Professional conduct 


The fourth proposed amendment re- 
lates to Article 30. The procedure 
for dealing with cases of professional 
conduct prescribed in the Articles and 
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EXPLANATION OF AMENDMENTS 


By-Laws contemplates that a Divisional 
Council may exercise the powers con- 
ferred by Article 29, that it may dele- 
gate such powers to a Disciplinary 
Committee, and that the report of the 
Investigation Committee might be made 
to either body. In order to comply 
with Article 30 (1), an Investigation 
Committee is required to report to the 
Divisional Council only. To avoid 
delays in the hearings of complaints, 
it is proposed that Article 30 (1) be 
amended to enable the Investigation 
Committee to report to a Disciplinary 
Committee in cases where a Divisional 
Council has, in pursuance of Article 
29A, delegated to such Disciplinary 
Committee its powers to hear com- 
plaints. 


Rotation and retirement of General 
Councillors 


The fifth proposed amendment re- 
lates to Article 89 and is designed to 
simplify the formula for rotation and 
retirement of members of General 
Council. For this purpose it will be 
necessary to provide that the number of 


members to retire each year shall be a 


multiple of sixteen. Apart from the 
question whether a term of office of four 
years might be too long, a multiple of 
four would still involve complications in 
respect of the distribution of retire- 
ments among the various Divisions. A 
multiple of eight, however, whilst reduc- 
ing the term of office of each Councillor 
to two years, could be simply applied to 
the representation of aH Divisions. 
General Council is of the opinion that, 
at the thirty-first day of December in 
each year, commencing with the current 
year, one-half of the members of 
General Council should retire from 
office, namely: two from each of the 


Victorian and New South Wales Diyj- 
sions; one from each of the South Aus. 
tralian and Western Australian Diyi. 
sions; and two from the Queensland 
Division one year, and one from each 
of the Queensland and Tasmanian Diy. 
sions in the next year. General Council 
is of the opinion also that, of the re 
presentatives of a Division who have 
been in office an equal length of time 
the representative or representatives 
to retire should be determined at a 
meeting of the Divisional Council con. 
cerned and not at a meeting of the 
General Council. This conforms with 
the system of rotation now contem- 
plated. 
Composition of Divisional Councils 
The sixth proposed amendment re 
lates to Article 96, which at present 
provides that the Council of a Div: 
sion shall consist of not less than five 
nor more than twelve members as may 
be determined by General Couneil 
from time to time. Because of the 
expansion of the activities of the 
Society and the consequent burdens as- 
sumed by Divisional Councillors, it has 
been found that the maximum size of 
such Councils is too small. It is there 
fore proposed that Article 96 should be 
amended to enable General Council to 
authorise an increase in the number of 
members of a Divisional Council from 
twelve to fifteen. 


Proxies 
Any member wishing to vote by proxy 
at the meeting convened by the above 
notice may do so by completing the 
form provided on page ix of this issue, 
opposite this page. 
On behalf of the General Council 
C. W. ANDERSEN 
General Registrar 
Melbourne, 15 August, 1956 





The Australian Accountant, September, 1956. 





les Divi. 
ith Aus. 
in Divi. 
eensland 
0M each 
an Divi. 
Counei] 
the re. 
ho have 
of time, 
ntatives 
od at a 
cil con- 
of the 
ns with 
contem- 


incils 
lent re 
present 
a Divi- 
1an five 
as may 
Council 
of the 
of the 
lens as- 
» it has 
size of 
3 there. 
ould be 
incil to 
nber of 
il from 


y proxy 
» above 
ng the 
3 issue, 


uncil 
ERSEN 
gistrar 


EQUAL BUDGET PERIODS 


W. E. F. Berry, B.A., B.Com., A.A.S.A. 
Repco Limited 


N the writer’s limited experience, a 

budget is a document prepared about 
balance date by the accountant in which 
he seeks to show, partly by experience 
or intuition, but chiefly by dint of a 
geat deal of troublesome arithmetic, 
that his company’s future figures for 
production, sales and profit month by 
month will be bigger and better than 
last year’s. 

The end result, the master budget, 
is often a large and indigestible mass 
of figures. If he were pushed to it, the 
wcountant could probably justify every 
me. At the same time, he can reason- 
ably expect that his estimates will be 
upset more or less the moment the 
wtual results for the first month of his 
mudget period begin to come in. 


As variances (either red or black) 
fom budget mount with each succes- 
sive month, the accountant may wonder 
jut how valid budgeting is, and 
whether there is not some less laborious 
method of estimating, which does not 
build on cumulative error, and provides 
i some way a constant and evident 
check between estimate and actual. 


Some budgeting difficulties 
The accountant in preparing his esti- 

mates is usually faced with three main 

bugbears: 

(a) What will be the volume of produc- 
tion and/or sales? 

(}) How can the so-called “semi- 
variable” expenses be estimated? 

(t) How can the constituent elements 
of cost be best distributed over 
the year? 

_ This note is an attempt to suggest an 

improved method of dealing with the 

third of these difficulties and of simpli- 

fying allocation of the annual budget 
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over the lesser accounting periods. It 
may be that a satisfactory treatment 
of (c) will also simplify estimates of 
(a) and (b). 


In passing however it may be worth 
observing, what must be sufficiently 
obvious, that after separating out those 
costs which move directly with changes 
in the volume of production, and those 
which do not move at all, the real diffi- 
culty in estimating, and the critical 
area of profit or loss from increased 
production, arises with the controllable 
or “semi-variable’’ items of cost. 


Any method therefore which will re- 
move costs from this “twilight” area 
into the sectors of wholly fixed or 
wholly variable costs will simplify bud- 
geting problems to that extent, and 
permit the use of convenient aggre- 
gates rather than inconvenient details. 


Periodic allocation of expense 


A common method of apportioning 
the year’s revenue and expenses over 
months or quarters is according to the 
number of working days contained in 
them. An exception is the fixed items, 
which are usually divided equally by 
passage of time. 


So far, this is logical enough. What 
is unfortunately not so logical is the 
calendar itself, Production falls sharply 
in January and February because these 
are “short months”. The number of 
working days can vary from as many 
as 23 in August or May to as few as 14 
or 15 in January. The tendency is to 
attribute the sharp variations in out- 
put and cost to the vagaries of the 
calendar and the habit of taking sum- 
mer holidays. The budget makes due 
allowance for these factors, certainly, 
but the very sharpness of the fluctua- 
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tions tends to minimise the usefulness 
of the budget as a yardstick of per- 
formance and efficiency. 


Flexible budgets 


As a measure of efficiency at any 
given level of production, it is desirable 
to have, at least in skeleton form, a 
series of budgets either to replace but 
preferably to supplement the master 
budget. The difficulty is not only in the 
large amount of recalculation involved 
in each new budget prepared, but in 
the shifting of bases and resultant re- 
calculation of cumulative departures 
from budget. The less detail contained 
in the flexible budgets the greater the 
ease of their preparation and general 
usefulness to management. 


Equalising budget periods 

Short of international calendar re- 
form—an unlikely event—the working 
year must be taken as it is. But what 
is it exactly? A little calculation will 
show that week-ends, annual leave and 
gazetted holidays apart, the working 
year consists of 240-242 working days. 

This suggests a more convenient 
practical arrangement of the year into 
twelve periods each of twenty working 
days. The surplus of one, or at most 
two days, can be added in to the last 
budget period, at the point where yearly 


totals are prepared and final results of 
the year’s operations are known pre. 
cisely. 

The implications of adjusting the ac- 
counting period to a working and bud. 
get period of twenty working days are 
considerable. For one thing, the periods 
themselves are not self-distinguishing, 
as the months are. It may appear odd to 
calculate a “month’s” production from 
December 22 to mid-February. But. the 
possibilities for increased management 
control through accurate budgeting are 
equally considerable. Each period 
throws off, as it were automatically, its 
own discrepancies. 

Movements of sales, production and 
expenses, thus purified of accidental 
calendar irregularities, assume greater 
significance to management than un- 
explained departures from the rigid 
master budget. 


Conclusion 

The suggestion contained in this note 
may not be original, although the 
writer is not aware of its having been 
advocated or used elsewhere. It might 
be superior for some purposes to the 
thirteen four-weekly periods commonly 
used in the U.S.A. It does appear to 
offer a means of simplifying budget 
calculations and a measure of control 
now lacking in the more rigidly pre 
pared annual master budget. 





THE WAGES CHEQUE 


Tomkinson, A.A.S.A., A.C.A.A., A.C.LS. 


Joan 


CARCELY a week passes without 
news of some hundreds of pounds 
being lost in a payroll robbery in Aus- 
tralia or overseas, and attempts are 
even more frequent. But too numerous 
to make headlines, or in most cases 
more than a small newspaper para- 
graph, are the individuals who lose 
either their unopened pay packets or 
the major part of their earnings by 
theft or carelessness. You can read 
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some of these pathetic human stories 
between the lines of the advertisements 
in the “Lost” columns. 

There is another thief, a silent 
treacherous one, called “time” that also 
depletes the profit of most business 
houses every year. 

For many of those precious hours 
spent each week in the mechanics of the 
payroll, and correspondingly on the 
cost of them, could be saved. 
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THE WAGES CHEQUE 


The solution is such a simple one for 
both employer and employee. 


You obviate the cash pay roll, and 
pay wages by cheque into the bank ac- 
count of every employee. 


The outcry is immediate. Many of 
the employees would be upset by this 
procedure; they have no bank account; 
they do not understand the workings 
of cheques; they want the cash in their 
hands at the end of their working 
week. 

So there would have to be some 
education whereby employers could ex- 
plain to their employees how they 
would benefit under the new scheme; 
just as grandfather had to be per- 
suaded that there were benefits to be 
derived from changing over from 
horse-tram to diesel bus. 


And, if even the lowliest manual 
worker can be trained to pay his in- 
come tax by group certificate or stamps 
instead of having to collect the cash for 
the tax bill, then there is surely no one 
who cannot be schooled in the idea of 


receiving his wages by cheque and 
handling his money through a bank ac- 
count. 

Within a short time many people 
who had never before written a cheque 
would, no doubt, appreciate the facility 
of paying rent, rates, insurance, hire 


purchase instalments, doctors’ bills, 
éc., by mail. They must appreciate the 
saving in time and fares that making 
tips to various destinations usually 
costs. And supposing on the way 
Perey the pickpocket takes his cut first. 
With a cheque book Percy could do 
little damage but, if he filched a week’s 
tard earned wages, only the worker 
could lose. 

The difference between the stamp 
duty on a cheque, and the cost of postal 
totes or money orders, can be dis- 
tovered quickly by reference to a post 
ifiee guide; and postal notes, if they 
fall into the wrong hands, sometimes 
‘an be cashed improperly. 


Again, without being unduly pessi- 
mistic—for accidents happen all the 
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time—supposing when the family is 
out on Saturday night there is a fire 
or burglary at home, and there goes 
the rent that had to be paid on Monday 
morning when the agent called. 


The alternative would have been to 
take the money out on Saturday night 
in Father’s wallet or Mother’s purse. 
And what more ideal setting would 
you find for Percy on Saturday evening 
than in the midst of some crowded 
gathering? 

Another advantage of the cheque ac- 
count is that at the end of the year 
the butts provide a record of all insur- 
ance, medical, dental expenses, etc., 
fully substantiated to include in the 
income tax return, even if receipts have 
been lost. 


Many people probably do not realise 
that the charge for a current or cheque 
account with the bank is only one 
pound per year and threepence (in 
New South Wales) for every cheque 
that is used. So the cost to the aver- 
age wage earner would be less than 
ls. 6d. per week for the protection of 
his money, the facility of dealing with 
and recording it and any financial ad- 
vice on which he wished to consult his 
bank manager. 


Another argument is raised. How 
does the housewife do her weekend 
shopping when her man comes home 
without any cash? 

Of course, she cashes the weekly 
housekeeping cheque with her bank, if 
it is handy, or with a local trader on 
pay morning as soon as she knows the 
deposit has been made to the family 
account. 

For the Friday evening celebration 
with the boys, Father can cash a cheque 
—probably with the cashier at his 
workplace—for his allowance. He has 
the advantage of deciding this amount 
in cold sobriety before he gets into 
the excited atmosphere of the bar and 
is beguiled by the noise, beer and 
laughter into plunging too much on the 
wet counter or on to the “sure thing” 
for Saturday. He also escapes any 
risk should Percy be hanging about in 
these ideal conditions. 
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So Father spends what he can af- 
ford, limited by the cash in his pocket, 
and probably when the monthly bank 
statement comes in he will be agreeably 
surprised to find that a small accumula- 
tion of savings has grown; perhaps 
enough to give him the incentive to 
build on for some solid purpose. 


For the few rigid dissentients to the 
cheque account, arrangements could be 
made to pay to their savings bank ac- 
counts or to hand them an individual 
cheque which, after endorsement (as 
their receipt), could be cashed by the 
firm or with a tradesman. 


There seem so many advantages in 
the scheme for the employee that you 
would expect a catch in it somewhere 
as far as the employer was concerned. 
Yet the employer benefits, too, whether 
he has only a small staff of six, or 
thousands of workers in his factory. 
The only difference is that the larger 
the staff, the greater the saving in 
time and insurance. 


The pay roll will be compiled in the 
usual way either by hand or by 
machine. But the net amount of wages 
for each employee after all deductions 
have been made (instead of being car- 
ried into a total which usually com- 
prises the amount to be drawn in a 
cash cheque) would serve as the bank 
deposit for that person. 


In the case of a manual payroll, a 
multiple transfer bank deposit slip can 
be filled in, showing the name, bank, 
branch and amount of each employee’s 
deposit. Where the payroll is machine- 
recorded, a multiple transfer bank de- 
posit slip could be incorporated into 
the forms used on the machine and the 


details inserted in the one operation 
by carbon entry. 


The firm’s cheque for the total of the 
net wages is then sent to the bank with 
the multiple bank deposit slip. 


That is all. The wages operation is 
over for the week. No analysis of the 
payroll into note and coin is required. 
No one goes to the bank with an es. 
cort, a gun and always the lurking 
fear that this week he may be the vic- 
tim. There is no necessity for count- 
ing and packeting the money on its re- 
turn from the bank. No line-up of 
employees is required to collect money 
and no signatures need be obtained for 
its receipt. The duplicate of the mul- 
tiple bank transfer slip showing the 
name and destination’ of each em- 
ployee’s wages, when receipted by the 
bank, satisfies the auditor. Cash in 
transit insurance is considerably re- 
duced. 


Where are the disadvantages of such 
a scheme? 


There may be some flaws in it for 
individual cases but these seem very 
minor when compared with the inm- 
provements available to both employer 
and employee. However, because such 
a scheme would be novel to many old- 
fashioned and stubborn minds, a few 
battles would surely have to be fought 
before it could be widely used. 


There is consolation in remember- 
ing that many methods accepted with- 
out question in business life today were 
once called “new-fangled” and con- 
demned as impracticable by the die 
hards. That is the way of all change. 
Someone has to be brave enough and 
convinced sufficiently to take the first 
step. Perhaps it will be you? 
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A commentary on “Educational Stan- 
dards for the Accountancy Profession”, 
by N. F. Stevens, Australian Accoun- 
tant, May, 1956. 


ACCOUNTANTS .. . 


Tradesmen or Professionals? 


VERY member of the Australian 
Society of Accountants—indeed 
every accountant—should read and 
analyse the above-mentioned article, 
which is a report of a lecture delivered 
in the University of Sydney. 


Why? Because it will cause them to 
ponder on the nature and value of their 
present services in the economy and 
speculate about the future possibilities 
of their contribution to efficient busi- 
ness management. 


Much can be said by way of com- 
mendation or criticism of certain pas- 
sages in the lecture, but I have no 
wish either to praise or condemn. In- 
stead, I propose to adopt the question 
(without answer) form of commen- 
tary. The questions will be designed 
to highlight the important points in the 
plan propounded by Mr. Stevens. This 
method may counteract the apathy 
among the majority of accountants—- 
referred to by Mr. Stevens—and in- 
duee many not only to read this brief 
commentary but also closely study the 
article which previously they may have 
sanned with but casual interest. 


Mr. Stevens describes a hypothetical 
fice in which the different classes of 
accountants may be typified. He then 
goes on to say that he has heard the 
structure he has described aptly re- 
ferred to as “a pyramid in which the 
tase may be taken to represent the re- 
atively large number of clerical per- 
sonnel, the centre portion the inter- 
mediate grades, whilst the upper sec- 
tion stands for the smaller numbers of 
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skilled people comprising the more 
highly qualified . . . accountants.” 


It will be around these three broad 
classes of accountants and accounting 
assistants—as well as the assumed 
higher status of the public practising 
accountant—that these questions will 
revolve. To quote Mr. Stevens: “To 
fill out the picture, reference should be 
made to one not found in the hypo- 
thetical office structure but on whose 
advice and assistance it is quite usual 
to rely, namely the public accountant. 
He must possess not only the com- 
mercial accountant’s knowledge and 
skill but in addition must be prepared 
to range over a wider field to which 
Pe: public practice necessarily leads 

im.” 

Readers must not jump to the con- 
clusion that these questions necessarily 
represent my views or the opinions of 
any authoritative body of accountants. 
Those who have already given serious 
thought to the subject, however, and 
possibly those who will now give it 
their closest attention, may find in 
them some points of interest, or cer- 
tain features which will open up dis- 
cussion on ways and means of dis- 
tinguishing the qualifications of those 
in the “upper section of the more 
highly qualified accountants”—and :in- 
cidentally increase their number. 


Q.—What proportion of accountancy 
practice is technically routine and what 
proportion is truly professional—can 
these proportions be reasonably esti- 
mated at 90 per cent. and 10 per cent. 
respectively ? 
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Q.—What percentage of the total 
examination-qualified accountants in 
the three broad classifications men- 
tioned can reasonably be placed in the 
“highly qualified” group—would it be 
more than 5 per cent.? 


Q.—Is it not a reasonable assump- 
tion that only a small percentage—say 
a similar 5 per cent.—of the members 
of most of the professions (under de- 
grees conferred by the University) 
could be classified as highly-qualified 
in the sense that Mr. Stevens thinks 
— leaders in accountancy should 
e? 


Q.—Should it not be an accepted fact 
that accountancy cannot become a pro- 
fession under a_ university-conferred 
degree because such a large proportion 
of the work is of a routine character 
capable of being efficiently carried out 
by trained staffs—either in commercial 
offices or in the offices of public ac- 
countants—who could not (for econo- 
mic reasons) obtain their qualifications 
through a university? 


Q.—Would it not be well to under- 
stand, at this stage, that a “qualified 
accountant” means one who has passed 
the examination test and is a member 
of either the Institute of Chartered 
Accountants in Australia or the Aus- 
tralian Society of Accountants, or (at 
present) is registered under the Public 
Accountants Registration Board? 


Q.—Is not the practice of accoun- 
tancy radically different from the prac- 
tice of the accepted professions, such 
as medicine, law, dentistry, engineer- 
ing, and architecture, on account of 
the large proportion (in comparison) 
of its qualified practitioners (either in 
commercial practice or public practice) 
‘ who are able to attain eminence and 
reach high positions without matricula- 
tion and university training? 


Q.—Is there not also a greater num- 
ber of accounting assistants (male and 
female) who, although not qualified, 
perform indispensable skilled practical 
work? 
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Q.—Is there any real distinction be 
tween commercial practice in accoun. 
tancy and public practice? 


Q.—Is it not a fact that over fifty 
per cent. of the members of the Insti- 
tute of Chartered Accountants in Eng- 
land are in commercial practice? 


Q.—Is there not a great similarity 
between the group of qualified practis- 
ing accountants and the army of vari- 
ous skilled tradesmen who have passed 
through their apprenticeship? 


Q.—Are not qualified accountants in 
the second or intermediate group in the 
broad classification merely the “trades 
men” in accountancy doing the import- 
ant routine jobs? 


Q.—Are not the qualified accoun- 
tants in commercial practice applying 
the techniques for accountancy ac- 
quired when studying for examina- 
tions and becoming more efficient with 
practice or adapting themselves to 
modern developments? 


Q.—Are not the qualified public 
practitioners mainly developing, with 
increasing responsibility, the  tech- 
niques of their pre-examination period, 
and only rarely departing from the 
role of “skilled tradesmen” in accoun- 
tancy? 


Q.—Is not accountancy public prac- 
tice changing in a marked degree, from 
its verification and certification stage 
and its “post mortem” analysis fune- 
tion, to that of practical co-partnership 
with business management? 


Q.—Does not a considerable part of 
the new or growing aspect of public 
accountancy practice consist princ- 
pally of technical developments to im- 
prove the accounting side of business 
—such as installation of effective cost- 
ing and cost accounting systems, plat- 
ning of operations and pre-determining 
results, budgeting and budgetary col- 
trol, methods of expeditious revelation 
of vital statistics, and graphical pre 
sentation of trading and financial fig- 
ures? 

Q.—Does not the accountant in pub 
lic practice compete with the higher 
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grade accountant engaged at full time 
in the larger industries in these new 
aspects, and has therefore to give his 
services in these developments chiefly 
to the smaller industries? 


Q.—Is a university training essen- 


| tial for an accountant to obtain the 


necessary degree of proficiency in these 
business accounting developments? 


Q.—Is a qualified accountant’s value 
to the general manager or a board of 
management, beyond a sound know- 
ledge of these accounting developments, 
likely to be increased by an academic 
training that a course at a university 
can give him? 


Q.—Are not marketing, merchandis- 
ing, principles of salesmanship, and 
business management the chief sub- 
jects which a qualified accountant 
should study in order to broaden his 
knowledge of business generally and 
strengthen his ability to assist manage- 
ment with the accounting develop- 
ments mentioned? 


Q.—Cannot the apparent apathy of 
accountants—in research and contri- 
butions to their journals—be ascribed 
mainly to the fact that they have to 
earn their living? 


Q.—Does not the need to earn one’s 
living—in every calling or profession 
—give little available time, outside the 
demands of the job or occupation, for 
personal devotion to research and writ- 
ing articles on technical problems? 


Q—Is there not always a certain 

percentage of qualified accountants 
who do not rest upon their initial 
qualifications, but pursue their studies 
in order to obtain additional allied 
qualifications, among which are secre- 
laryship and advanced cost accoun- 
tancy? 


Q.—Is there not always a compara- 
tively small percentage of qualified ac- 
tountants who—actuated by enthus- 
iasm and ambition—go beyond this 
and voluntarily give valuable service 
in developing the post-graduate side of 
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accountancy advocated by Mr. Stevens 
—and assisting the Institute and the 
Society to cater for the “needs of mem- 
bers” in keeping them “up to date in 
the continual developments taking 
place in practice and in thinking’? 


Q.—Has not the progress of accoun- 
tancy in all its phases synchronised 
with the enforced recognition of the 
importance of “the office” in conjunc- 
tion with the production and distribu- 
tion departments of all business—that 
is, industry and commerce? 


Q.—Would a university trained ac- 
countant holding a _ university-con- 
ferred degree in accounting have a 
higher professional status in accoun- 
tancy than an accountant who has at- 
tained a responsible executive position 
through practical experience and 
studies outside the university? 


Q.—Is it not likely that any attempt 
to restrict entry into public practice, 
by requiring more years of experience 
and additional tests of knowledge, 
would be certain to break down by 
reason of political hostility and econo- 
mic impossibility? 

Many questions could be designed to 
cover the educational and teaching 
sides of accountancy, but some obser- 
vations may serve the purpose. 


Mr. Stevens mentions the combina- 
tion of teaching and examination by 
the university and the technical col- 
leges and the separation of teaching 
and examination between the private 
business colleges and the examining 
bodies, the Institute, the Society, and 
the Registration Board. It is well to 
point out, however, that the teaching 
of accountancy takes two distinct 
forms: first, preparation for the ex- 
aminations; second, training for a 
career in addition to qualifying by ex- 
amination. 


The point to be kept in mind with 
the various teaching methods is that 
the primary objective is to enable 
students to obtain examination quali- 
fication as quickly as possible, or at 
least within a reasonable time, so that 
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they may earn their living by securing 

clients or obtaining responsible posi- 

tions. 
To quote Mr. Stevens: 
“My view is that the separation of 
teaching and examining means the 
virtual impossibility of enforcing the 
properly balanced educational course 
which is so desirable as the basis for 
the higher qualifications.” 
“The separation of teaching and ex- 
amining does not appear to have any 
grave disadvantages in relation to 
the lower standard and for this 
reason I see no need to change the 
present basis for that qualification.” 
“It seems to me that the first step is 
to drive home to students (particu- 
larly those seeking higher qualifica- 
tion) that completion of their for- 
mal training marks only the first 
stage in their development as ac- 
countants.” 
“It will be realised that the difficulty 
about enforcing the ‘balanced educa- 
tion’ is not solved through the Insti- 
tute and the Society.” 


“. . . the universities are the only 
institutions which can provide what 
has been referred to as a ‘balanced’ 
preparation for the higher standard 
qualification.” 


Admittedly these quotations have 
been extracted from their various con- 
texts, but they have been selected to 
highlight the contention of those who 
agree with Mr. Stevens that a profes. 
sional status for accountants cannot 
be attained without university train- 
ing. The view of others may be (as 
suggested at the beginning of this com- 
mentary) that not more than 10 per 
cent. and probably only 5 per cent. of 
accountancy practice is professional 
as against 90 per cent. to 95 per cent. 
routine. 


To discuss the case for and the case 
against’ matriculation and _ balanced 
education through the university as 
being essential or not essential to pro 
fessional status would be to enter a 
field of controversy which I wish to 
I will therefore leave well alone. 


avoid. 
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This article analyses the development 
of break-even analysis during the early 
yart of this century and then considers 
eertain controversial points regarding 
the usefulness and validity of the 
charts. ' 


THE BREAK-EVEN CHART 


HE origin of the break-even chart 

is very interesting. It appears to 
have had independent origins in two 
countries at the same time. In Britain, 
mention was made of the break-even 
chart by John Mann in an article in 
the Encyclopaedia of Accounting, 1904. 
During that same year, a most detailed 
sxeount of the chart was given in a 
rmarkable article by Henry Hess in 
US.A. Later on, in 1909, C. E. Knoep- 


wl developed the chart, not knowing 
if its earlier development by Hess and 
Mann, and even later still, W. Rauten- 
strauch developed the break-even chart 
in ignorance of its previous formula- 
tions, 


In the Encyclopaedia of Accounting, 
John Mann, a prominent Scottish char- 
tered accountant and authority on cost 
«counting, was analysing the varia- 
tion of machine earnings with the rate 
f utilisation of the machine when he 
stated that exactly the same type of 
aalysis could be used for the whole 
business.! He illustrates his point with 
the diagram shown in Figure 1.? 


In the explanation to the diagram, 
te states: “This shows the foundation 
line of the bedrock fixed charges re- 
maining steady throughout; added 
thereon is the rising amount of vary- 
ig charges. By introducing a line 





|. John Mann, C.A., M.A. “Oncost” in 
Encyclopaedia of Accounting, Vol. 5, ed. 
George Lisle, pp. 199-225. 


2. Ibid, p. 217. 
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FIGURE 1 


for the total earnings of the machine, 
. . . the diagram shows that when on 
half-time the normal earnings of the 
machine are not sufficient to meet even 
the fixed charges but as the volume of 
work grows, the deficit between earn- 
ings and total charges diminishes until 
the normal point is reached. There- 
after a surplus emerges ... Where a 
manufacturer or engineer is prepared 
to devote a little time and thought to 
the study of his oncost problems, he 
will find that valuable results will read- 
ily be reached by the separation of the 
fixed and fluctuating elements of ex- 
pense ... For instance, in the diagram 
{Figure 1] if we substitute for the 
line indicating the earnings of the 
machines, the total turnover or revenue 
of the business, the shaded portion 
(being the deficit or surplus of machine 
earnings compared with the total 
charges) serves to indicate the net 
loss or profit of the business.” 


This implies that Mann was very 
familiar with what we now know as 
break-even analysis. Although he does 
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not specifically state that he had used 
such analysis in practice, it would 
appear as if he had. Reference to 
earlier articles by him on the problem 
of overhead costs and bases of expense 
absorption reveals no mention of the 
effect of volume changes on costs and 
revenue at this earlier time. 


Nor is there any more than a hint 
of the problem of volume changes in 
Garcke and Fells Factory Accounts of 
1887.4 Garcke and Fells did distinguish 
between fixed and variable cost, but 
apart from their reference to the point 
that the inclusion of fixed costs in cost 
of production would disproportionately 
reduce average cost of production with 
every increase in output, they did not 
develop the theme at all. 


The development of the break-even 
chart in America was not associated 
with any accountants, but with indus- 
trial engineers. Moreover, its use until 
the late 1930’s was confined, appar- 
ently, to these engineers.® 


The analysis by Henry Hess of the 
influence of volume on costs, revenue 
and profit is truly remarkable for its 
time. Both his articles contain a most 
detailed and clear exposition of the 
nature of the analysis and the advan- 
tages to be derived from its applica- 
tion to businesses, which, in this writ- 
er’s opinion, have scarcely been bet- 
tered since, He claims his method of 
analysis has been used by him “with 
decided success and satisfaction”.* Hess 
separates the fixed costs (the cost of 





3. “Notes on Cost Records’, The Account- 
ant, 1891. 


4. Garcke and Fells, Factory Accounts 
(London, Crosby Lockwood & Co.) 1887, 
p. 74. 

. A check made of cost accounting texts at 
the Central Library of the Australian 
Society of Accountants in Melbourne 
showed that only toward the latter part 
of the 1930’s did break-even analysis 
begin to appear in accounting texts, and 
its general appearance did not really 
come until the post-war years. 


. Henry Hess, “Manufacturing: Capital, 
Costs, Profits and Dividends”, Engineer- 
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FIGURE 2 


all those items “that are to be provided 
to put the plant in readiness”) from 
the variable costs (“all those remain- 
ing elements that may be reduced to 
a ratio with productive hours”—his 
unit for measuring output). His first 
diagram is reproduced in Figure 2." 


Hess says “such a diagram .. . be 
comes very useful in forecasting prob- 
able profits or losses.”® For any giveD 
number of productive men, the pros 
pective profit or loss is shown on the 
diagram. But Hess is clear about the 
upper limit to the diagram. 





ing Magazine, Vol. XXVI, Oct. 1903— 
March 1904, pp. 367-379. He was Vice- 
President of the American Society of 
Mechanical Engineers, 1914-16, and was 
associated with the Hess-Bright Manv- 
facturing Co. and the Hess Steel Cor- 
poration of Baltimore—see D. Solomons, 
Studies in Costing, p. 37. 


. Ibid. p. 373. It is interesting to note 
that Hess copyrighted this diagram, t 
gether with the other diagrams in the 
article, in 1903. 


8. Ibid., p. 375. 
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He states: “Of course the same increase 
cannot go on indefinitely, as there 
comes @ point when the production of 
a larger output is possible only by the 
provision of enlarged facilities and a 
corresponding capital increase.”® He 
regards the employment of 100 produc- 
tive men as being the maximum em- 
ployment in this case. 


In following diagrams, Hess shows 
the average cost curve (which he al- s rr) a 
ways calls “the price per lb. of product Sine Pronk 
to balance costs” curve) as being in 
the form of a rectangular hyperbola, 
the total capital which must be em- 
ployed at varying output levels, and 
the variation of actual expense from 
budgeted expense. Hess claimed one 
of the major purposes of his analysis 
was to serve as a basis of comparison 
of forecasted costs and revenue with 
actual costs and revenues to make pos- 
sible better managerial control over 
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FIGURE 3 


analyses the effect on costs, capital, 
profits and dividends of using plants 
of varying sizes—a 12-machine plant, 
a 24-machine plant, and a 48-machine 
plant. Each plant of 12 machines is 
capable of producing 240 tons of out- 
put, so that if management is planning 
the operations of the business. “Fore- 2 output up to 240 tons, it would 
usting is quite useful, but far more OPerate a 12-machine plant, or a 24- 


2 machine plant if it were planning an 
oy pat ba ar eR a ‘= output between 240 tons and 480 tons, 





forecasts and to find the causes for ¢t¢. Im this diagram Hess shows the 


whatever divergencies there may be.”1¢ Steps in fixed costs with the installation 
In other words, Hess was thinking of of additional productive capacity. A 
tis volume chart as a graphic flexible ‘Simplified version of the diagram is 
dget. This article was therefore, in eProduced in Figure 3.” 
dition to being an original one on The next person to develop a break- 
a analysis, one of the first On yen chart was another American in- 
tii hades Contre which Hees danrial engner CH Knowl wo 
: - gave the name “profitgrap o it. 
} a Rar Fig a 4 hay tyr During 1908-09, Knoeppel was engaged 
=, . ntti .~ re ’ es ing “ ‘he in installing a cost accounting system 
iff accounting texts of today as being in a Pennsylvanian manufacturing 
erent and unrelated topics? company when he devised a_profit- 


In three following articles Hess ex- graph for the boiler shop of the fac- 
tnded his analysis to ascertain the tory. Knoeppel says he obtained the 
dfect of various wage payment systems germ of the idea embodied in the chart 

1903— MH won the profits of the business as from the articles by Hess on the effect 
s Vice B volume of output varies. In these art- of the various wage payment methods 
ety of Hicks he has many applications of the on costs and profits. Nowhere though 
break-even chart in so far as they con- does he mention the earlier article by 
ern wage costs and production. Hess on the break-even chart itself.’ 


_in his 1910 article, “Manufactur- 1, rngineering Magazine, Vol. XXXIX, 
ng Profits and Losses”, Hess has a 1910, pp. 892-898. This article was based 
most detailed diagram in which he on a series of lectures given to engineers 
bam at Columbia University, New York. 

%. Ibid., p. 375. . Knoeppel reproduces the Hess diagram 
10. Ibid., p. 376. from Bagbunrine Magazine, Vol. XXVII, 
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Knoeppel’s primary aim was to deter- 
mine the level of normal output at 
which all overhead costs could fairly 
be charged to production to give a nor- 
mal cost which could be used as a basis 
for pricing. Accordingly he developed 
a chart, Figure 4, showing the costs, 
revenue and profits for each level of 
output.'® As evidence of its successful 
application Knoeppel says the company 
earned substantial profits each year 
thereafter, whereas beforehand it had 
been incurring losses. 














30 t 
Boiler Shop Standards at Difgrent Capacities 
FIGURE 4 
Knoeppel had slight curvatures in his lines 


in this instance, but he invariably used 
straight line functions in subsequent presen- 
tations of his profitgraph. 


Around the beginning of the first 
World War, Dr. Walter Rautenstrauch 
began lecturing at Columbia Univer- 
sity, New York, on the effects of vol- 
ume changes on the costs and profits 





1904, showing the effect of the piece-rate 
system on wage costs and profits as pro- 
duction varies, on p. 83 of Profit Engin- 
eering. He states: “In so far as the 
the author’s knowledge of the manage- 
ment movement goes, this was the first 
‘crossover’ chart that was ever pub- 
lished.” However it is interesting to note 
that Knoeppel apparently did not under- 
stand Hess’s diagram, as he misinter- 
preted it. 

. C. E. Knoeppel Profit Engineering, Mc- 
Graw-Hill, New York, 1933, p. 83. 


of a firm. He carried out very extep. 
sive empirical analyses of the operat. 
ing data for many American companies 
and he graphed his results. He invari. 
ably found linear relationships between 
costs and revenue over a span of years, 
These charts he termed profit and loss 
charts. They were historical, long. 
term charts of past operations. The 
use of these profit and loss charts led 
him to develop short term projected 
charts showing what would happen to 
costs and revenues if output were ex- 
panded or reduced with the existing 
plant of the firm. He called this type 
of chart the “break-even chart” and 
it is with him that this name origin- 
ated. Again, Rautenstrauch used the 
break-even chart for budgeting pur- 
poses as well as for profit forecasting. 
Apparently he was not aware of the 
published contributions of Mann and 
Hess on the subject, or the work of 
Knoeppel, since he at no time refers 
to them, but says that he originated the 
idea behind the break-even chart.” 
Rautenstrauch’s earliest published art- 
icle on the break-even chart was “The 
Budget as a Means of {ndustrial Con- 
trol”, in which he presented the break- 
even chart for a company he had re- 
cently analysed.'5 


Another early pioneer in the break- 
even analysis field was John H. Wil- 
liams. In a paper entitled “A Technique 
for the Chief Executive” which he gave 
before the Taylor Society in December 


1921, he outlined the use and nature | 


of the break-even chart. Later he pub- 
lished a book, “The Flexible Budget”, 
embodying much of his work on the 
subject.'¢ 


Many articles on the subject were 
written by these pioneering American 
authors and others during the later 
part of the 1920’s, and particularly 
during the 1930’s. However the field 
remained virtually untouched by ar- 





14. W. Rautenstrauch and R. Villers, The 
Economics of Industrial Management. 
Funk & Wagnalls Co., New York, 1949; 
see pp. 80 and 103. 

15. Chemical and Metallurgical Engineer- 
ing, Aug. 30, 1922. Vol. 27, No. 9, PP 
415-16. 

16. The Flexible Budget, McGraw-Hill, 1934. 
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countants until toward the end of the 
1930 decade. 


Use of the break-even chart 

A noted American economist, Profes- 
sor Fritz Machlup, maintains that the 
charts, “a new fad in recent years”, 
are “nothing but glamorised multipli- 
cation tables, doing a bit of simple 
arithmetic which a person of average 
intelligence could have learned to do 
in his head’. He goes on to say that 
“the most important practical use of 
the charts is as ‘target posters’. Sales 
personnel who have no say about the 
selling price and no control over cost, 
that is, the people who have the task 
of selling as much as they can at a 
given price, are sometimes given such 
charts so that they may better visualize 
the minimum sales they must achieve 
if any profit is to be had.’’!7 


This illustrates the misunderstand- 
ing prevalent about the nature and the 
use of the chart. The break-even chart 
should be considered as a pictorial pre- 
sentation of the firm’s flexible budget 
of projected operations showing the 
costs, revenue and profits at each level 
of activity. The flexible budget, when 
depicted graphically, is much more 
readily understood by management 
than a set of detailed tables. An in- 
vestigation carried out by a research 
group of the National Association of 
Cost Accountants found that flexible 
budgets and break-even charts are 
wed almost exclusively by top manage- 
ment for planning and control pur- 
poses. These budgets are invaluable 
in the co-ordination of the various 
phases of the complex activity of an 
aterprise and in informing manage- 
ment of the levels to which costs can 
be held down at each level of activity. 
Considered as a form of presenta- 
tion of a flexible budget, certain points 


ll. F. Machlup, The Economics of Sellers’ 
Competition, 1952, Johns Hopkins Press, 
Baltimore, p. 77. Professor Machlup is 
Professor of Political Economy at Johns 
Hopkins University, Baltimore, U.S.A. 

. “The Analysis of Cost-Volume-Profit Re- 
lationships,” N.A.C.A. Bulletin, Dec., 
1949. Research Series No. 17, pp. 523-63. 
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about the nature of the chart become 
apparent: 


(1) The name, “break-even chart”, 
gives an entirely misleading im- 
pression of the nature of the chart 
because it highlights one output 
on the chart which is no more im- 
portant than many other outputs. 


Forecasts of revenue and cost are 
not prepared for output levels 
above and below the range of out- 
put in which production would be 
carried on with the existing fixed 
factors of production and organi- 
sation of the firm. It is mislead- 
ing, therefore, to draw the flex- 
ible budget chart from zero out- 
put to an output well beyond the 
firm’s present capabilities. 


The forecasted revenue for each 
level of output results after the 
selling price of the product has 
been determined. The break-even 
chart cannot be used to forecast 
price. 


Validity of the break-even chart 


Economists have queried the funda- 
mental validity of the break-even chart. 
Professor Prest in 1948 demonstrated 
how the assumption of both a linear 
total cost line and a linear total revenue 
line was inherently inconsistent, be- 
cause under these conditions there 
could be no limit to the output of the 
firm as profits would increase indefi- 
nitely with increases in output.’® This 
is not in accord with reality. The eco- 
nomist therefore argues that there 
must be some limit to the profits and 
output of the firm. In economic theory, 
rising marginal costs in the higher 
ranges of output, coupled with falling 
selling prices in the instance of im- 
perfect competition, effectively limit 
the firm’s output. Production cannot 
be increased indefinitely because of the 
large losses those increases would bring 
about once output had been increased 
beyond a certain point. 





19. W. Prest, “The Influence of Volume on 
Cost, Price and Profit”, Cost Bulletin 
No. 15, May 1948. 
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The cost function 

The U-shaped pattern of the mar- 
ginal cost curve in economic theory 
(see Figure 5) is explained in 
terms of the Law of Variable 
Proportions, which is one branch 
of the more-embracing Law of 
Diminishing Returns. The Law of 
Variable Proportions states that, as 
additional units of one factor of pro- 
duction are applied to a given quantity 
of another factor of production (known 
respectively as variable and fixed fac- 
tors of production), the marginal pro- 
duct of the variable factor will at first 
increase over a range of output and 
thereafter decline. In terms of cost, 
this means that as more of the variable 
factor of production is employed to 
bring about an increase in output, mar- 
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FIGURE 5 


Maximum profits at output OA. 
At output OB, profits would be zero, and 
beyond output OB, losses would be incurred. 


ginal cost will decline in the initial 
stage of output and thereafter increase 
with increases in output. The opera- 
tion of the Law has been proved in 
many agricultural experiments. 


The Law of Variable Proportions 
was formulated originally around the 
beginning of the nineteenth century 
with respect to the pressure of popula- 
tion on a country’s limited resources, 
particularly agricultural. Later, it was 
applied to the utilisation of individual 
plots of land. Toward the end of the 
century it came to be applied to the 
operations of the firm, Professor 
Sraffa in 1926 remarked on how the 
Law of Diminishing Returns was 
“generalised from the particular case 
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of land to every case in which there 
existed a factor of production of which 
only a constant quantity was avail 
able.”2° This process of the generalisa- 
tion of the Law is important, since it 
will be contended later on that it was 
through this over-generalisation of the 
Law that the Law has been applied 
without sufficient modification to the 
production function of the firm. 


Nevertheless, although some econo 
mists have made reservations about 
the validity and applicability of the 
Law, it is still accepted by most eco 
nomists, though perhaps with less con- 
fidence now than formerly. Thus Pro 
fessor Stigler in the first edition of his 
Theory of Price describes the Law as 
“one of the few pillars of economic 
analysis that has been accepted by 
most economists since its first formal 
statement.””! In the revised edition of 
his book however he qualifies his re 
marks on the Law. “We should note 
the extremely limited information it 
conveys. It embraces almost all pro 
duction functions . . . and it is there 
fore a generalisation of enormous com- 
pass. Yet it tells us nothing about how 
fast marginal products diminish, or 
even whether they ever become 
negative.”2? 

It is not essential that the marginal 
cost curve of the firm should follow 
the pattern as generally depicted in 
economic textbooks of a smoothly fall 
ing and rising curve, with the average 
cost curve being U-shaped. All that 
the Law can emphatically state is that 
marginal cost must rise eventually. 
The Law as a generalisation can only 
be stated in ordinal terms and it can- 
not tell anything of the relative pro 
portions which the stages of diminish- 
ing and increasing marginal cost occupy 
over the entire range of output. The 
relative proportions of each stage wil 
vary with individual circumstances. 
Thus the stage of increasing cost for 
example may cover a very small pro 





20. P. Sraffa, “The Laws of Returns under 
Competitive Conditions,” Economie Jow- 
nal, Dec. 1926, p. 587 (my italics). 

21. G. J. Stigler, The Theory of Price, Mac 
millan, New York, 1949, p. 118. 

22. Ibid. Revised edition 1952, p. 112. 
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portion (see Figure 6) or a very large 
proportion of the total range of output 
(see Figure 7), and the cost functions 
will consequently be significantly differ- 
ent in each case. 


In Figure 6, diminishing returns set 
in early so that rising marginal costs 
cover the significant range of output. 
In Figure 7 though, production will be 
carried out mainly in the stage of de- 
creasing marginal cost, and diminish- 
ing returns set in sharply toward the 
pint of maximum output. The con- 
ventional text-book illustration, giving 
a symmetrical U-shaped average cost 
curve, lies between these two more ex- 
treme possibilities. From an entre- 
preneurial viewpoint, knowledge of 
the relative proportions of each stage, 
and the rate of increase in marginal 
cost, is more important than the know- 
ledge that marginal costs must rise 
beyond some unknown output. 


Furthermore, there is no a@ priori 
reason why constant returns need not 
prevail over some range of output. 
Whether the marginal product of the 
variable factor of production will form 
a curvilinear pattern throughout or 
inlude a significant linear range with- 
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in the whole range of output will de- 
pend mainly on the nature of the fixed 
factor. Where the fixed factor is man- 
made, it may be designed to operate 
at a specified level of efficiency over a 
range of output so as to enable flexi- 
bility of output. Here, there is no one 
optimum combination of factors, but 
an optimum range of factor combina- 
tions. This factor is particularly im- 
portant in the aircraft transportation 
industry.?8 

In most manufacturing and distrib- 
uting firms, this characteristic of equal 
efficiency over a range of output could 
apply particularly well to management. 
A human factor of production, unlike 
inanimate natural factors of produc- 
tion, can be readily adapted to small 
changes in output. Thus the manage- 
ment of a firm can often carry out its 
functions with equal efficiency whether 
the firm be producing one half the 
output potential or the maximu:n out- 
put possible. Managerial capacity is 
not designed to cope for a particular 
amount of activity, but rather for that 
range of output over which the firm 
might produce. Management should be 
able to control the utilisation »f tlie 
variable factors in such a way that 
diminishing returns need not set in 
over a wide range of output. P. W. S. 
Andrews describes this important 
characteristic in terms of “levels of 
management”’.*4 


23. Published data for the Bristol Britannia, 
Douglas D.C.7, and the proposed Douglas 
D.C.8 aircraft show how these aircraft 
are designed to operate at minimum mar- 
ginal cost over a specified range of miles. 
Below and above this range, the aircraft 
are very much less efficient in their opera- 
tions. 

. P. W. S. Andrews, Manufacturing Busi- 
ness, Macmillan, London, 1949. 
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In the two instances discussed above, 
the fixed factors of production possess 
characteristics which do not coincide 
with those of land, the fixed factor of 
production for which the Law of Vari- 
able Proportions was first formulated. 
The marginal product functions, as a 
consequence, need not follow the pat- 
tern that has been determined for agri- 
cultural production functions. Instead, 
it is more likely that where the fixed 
factor does possess flexibility in its 
operating activity, a linear marginal 
cost function will exist over a consider- 
able range of output (Figure 8). 


Methods of increasing output other than 
by increasing the input of the variable 
actor 


In addition to the method of increas- 
ing output within the framework of the 
operation of the Law of Variable Pro- 
portions, there are other means of in- 
creasing production which to some ex- 
tent bypass the operation of the Law 
as applied above altogether. Under 
the Law, an increase in output is 
brought about by the utilisation of 
additional units of variable factor on 
the fixed factor, all of which must be 
in use, i.e. the fixed factor must be in- 
divisible, The Law is an instantaneous 
formulation which precludes the possi- 
bility of any change in the length of 
time worked, the speed at which the 
work is done, any technological 
changes, and changes in factor prices. 
Diminishing returns result entirely 
from the uneconomic combination of 
fixed and variable factors of produc- 
tion when all other determinants of 
efficiency are kept unchanged. 


The characteristics of the plant and 
of the organisation of the firm are 
important when considering the effects 
of these other methods of increasing 
output. Other means of increasing pro- 
duction are to vary the length of time 
worked, to vary the speed at which the 
work is being carried out, and to bring 
the previously idle plant into service. 
Professor Joel Dean describes these 
methods of increasing output in terms 
of the segmentation of the fixed factors 


382 








The Australian Accountant, September, 195 








of production.*> Segmentation is the 
potentiality of varying the rate of out- 
put while maintaining a constant pro- 
portion of variable factor to fixed fac- 
tor. In other words, output may be in- 
creased by methods other than the 
utilisation of more variable factor, 
These methods of increasing output are 
important not only because they rep. 
resent a way of avoiding the operation 
of the Law of Variable Proportions 
(marginal costs might still rise, al 
though this is not inevitable) but be 
cause these methods represent the most 
common means and, in some cases, the 
only means of increasing output in the 
short run. “Opportunities for segmen- 
tation are greater than economists have 
generally recognized. In many indus 
tries the development of versatile and 
adaptable plants, in order to produce 
a variety of products in a wide range 
of proportions, and in order to operate 
efficiently at many rates of output, 
have brought about much time, speed, 
and unit segmentation.”¢ 




















Time segmentation exists where out- 
put can be varied by varying the num- 
ber of productive hours worked, either 
through overtime or shift work, This 
is generally the most widely used means 
of increasing the output from a fixed 
plant as it is the most flexible method 
and can be availed of in most instances. 
However where a twenty-four hour 
day is being worked for the maximum 

































number of productive days in the year, ba 
output variation through time segmen- oy 
tation is not possible. Speed segmen- : 
tation can occur where it is possible to ce 
vary the working speed of machines. on 
The scope for speed segmentation is sha 
however strictly limited except in ir ber 
dustries such as power generation ané “ 
transport. Unit segmentation exists a 
where the plant is a multiple unit one, “a 
i.e. it comprises individual units a po 
plant which can be operated indepel- fren 
dently of other units. Production cal vied 
then be varied by leaving some plant batt 
idle or by bringing previously ide sir 
plant into use. es 
25. Joel Dean, Managerial Economics, Pret Pm 

tice Hall, New York 1951, p. 274. ie e 
26. Dean, op. cit. p. 278. ns 
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From a cost-behaviour viewpoint, 
each of these methods of increasing 
output could give a different marginal 
cst pattern. There is no a priori 
reason why a U-shaped or a linear cost 
function should be appropriate for 
each. Furthermore, combinations of 
these four methods of increasing out- 
put are likely in practice and this 
would further complicate the deriva- 
tion of the cost function. Where unit 
segmentation occurs, a linear relation- 
ship between cost and output is likely 
because of constant proportions of fac- 
tor mix. Where the increase in output 
is occasioned by increasing the work- 
ing time, the behaviour of marginal 
cst will be largely governed by the 
nature of the extra time being worked. 

Working overtime or additional 
shifts will result in a three-fold influ- 
ence on cost-penalty rates for labour, 
reduced productivity through labour 
fatigue, and additional lighting and 
heating costs, and these three factors 
will cause marginal cost to rise. If the 
inreased output can be brought about 
by increasing the number of working 
days without the necessity of having 
to pay penalty rates to labour, marginal 
cst should remain constant. The be- 
haviour of marginal cost where speed 
segmentation is relevant will depend 
m whether the plant was designed to 
erate efficiently over a range of 
seed. Generating equipment is gener- 
ily so designed, and hence a linear 
pattern would result. Motor engines 
however are most efficient over only a 
mall range of speeds, and so a U- 
shaped curve would result. The be- 
haviour of marginal cost where workers 
an vary their speed of work will de- 
pnd on the wage-payment scheme in 
we. Under the time-payment method, 
m increase in output as a result of 
greater speed of work by workers 
would give a declining marginal cost 
jattern. Where a piece-work system 
Sin use, an increase in output would 
achieved for a constant marginal 
abour cost. The marginal cost pattern 
inder the bonus or premium plans will 
depend on whether the worker is paid 
4 more-than-proportionate bonus in 
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respect to the increase in output, or a 
declining bonus. 


Empirical analysis of marginal cost 
behaviour 


Empirical analysis of the behaviour 
of marginal costs in manufacturing 
and distributing firms in the United 
States has found the linear pattern to 
be the typical cost pattern. A thorough 
investigation of the problem of cost 
behaviour was carried out by the 
National Bureau of Economic Research 
and it concluded that, with very few 
exceptions, “all studies indicate linear 
cost-output relations, not an inverted 
ogive for total costs and U-shape for 
marginal costs”.?7 In addition, the fact 
that carefully-prepared flexible bud- 
gets are tolerably accurate indicates 
that linear marginal cost patterns are 
common in practice. 


Limits to the linear function 


Although a linear variable cost pat- 
tern can be expected in many firms, 
the reasons supporting the likelihood 
and the empirical investigations of 
cost functions. relate only to the range 
of output for which the firm’s fixed 
factors of production are designed. The 
assumption will not hold outside this 
range of output. The existence of the 
upper and lower limits to output must 
be recognised in the break-even chart. 
As conventionally drawn, the chart 
contains no such constraints. It is the 
absence of these constraints which has 
prompted the economist’s attack on 
the validity of the diagram. Cost 
accountants are well aware that the 
charts do not apply outside a certain 
output range, but they rarely specify 
what is that range. The break-even 
chart must be drawn to show a definite 
minimum output below which produc- 
tion would not be carried on, and a 
definite maximum output above which 
production would be impossible. Other- 
wise, the charts are not only mislead- 
ing but inherently invalid. 





27. National Bureau of Economic Research, 
Cost Behaviour and Price Policy, New 
York, 1943 p. 110. Professor Dean was a 
member of the committee which carried 
out the investigation. 
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Normal presentations of the break- 
even chart assume that there is no tem- 
porary shutdown point for economic 
reasons. In other words, while the firm 
is committed to its existing fixed costs, 
it is always worthwhile to produce some 
output, no matter how little, rather 
than nothing at all. Revenue exceeds 
variable cost at all outputs, and hence 
there is always a contribution from 
sales for the recovery of portion of the 
fixed costs, i.e. there is always a profit 
on actual production (see Figure 9). 

This might be true in some cases, 
but it is far from being universal. 
For the proper construction of the 
break-even chart, management must 
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FIGURE 9 


decide on some minimum output below 
which, for reasons of reducing losses, 
operations would temporarily cease 
altogether. Operations cannot always 
be carried out with equal efficiency 
from zero output upwards. Rather, at 
low levels of output, the combination 
of small amounts of variable factor 
with a relatively large amount of fixed 
factor would be very ineffective, and 
hence production very inefficient. The 
Law of Diminishing Returns would 
apply very severely to these low levels 
of output because the fixed factors are 
not designed for utilisation at such a 
low level of activity. 


Similarly, when operations were be- 
ing resumed, the resumption would 
occur at a reasonably significant level, 
and not at an infinitely small level of 
output. An N.A.C.A. survey found 
that firms which had thought about this 
problem considered the position as de- 
picted on the break-even chart at or 
near zero output to be merely theoret- 
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ical and as such they had no confidence 
in it as the likely position.** Below the 
point of shut-down, cost must he 
greater than the total revenue for it 
to be more economical to cease opera- 
tions. In economic theory, this situa 
tion is depicted by the total variable 
cost curve intersecting the total revenue 
curve from above (Figure 10). 


However for the break-even chart, 
the behaviour of variable costs below 
shut-down point need not be depicted 
since they are not relevant to any 
managerial policy, as operations just 
will not be carried on within that range 
of output between zero and shut-down 
point. The downward projection of 
variable costs should end at the shut 
down point. 

On the upper end of the chart, there 
is a very definite limit to the output 
of the firm—the practical operating 
capacity of the firm. The total revenue 
and cost lines must end here; they 
should under no circumstances be pro 
jected beyond this point. The prac 
tical operating capacity of the firm is 
the maximum output that can be ob 
tained from the existing plant and 
organisation of the firm in a give 
number of productive hours. Institv- 
tional, legal and human factors are 
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FIGURE 10 








important, in addition to the physical 
characteristics of the plant, in deter 
mining the total number of productive 
hours that may be workéd during the 
year. The capacity of a firm must k 
related to the normal working perio 
for that type of business. If 


28. “The Analysis of Cost-Volume-Profit Be 
lationships,” Research Series No. 
N.A.C.A. Bulletin, December 1949, PP 
5238-563. 
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normal working period is altered, 
then a new capacity output will have 
to be determined. Hence the practical 
capacity of the firm imposes an abso- 
lute upper limit to output only in re- 
spect of a given time period. The capa- 
city line is an integral part of the 
break-even chart as it imposes the 
maximum limit to output. It is inter- 
esting to note that all the early formu- 
lations of the chart by the management 
engineers included the capacity line. It 
appears to have been omitted from the 
charts when they were carried over 
to the cost accounting texts of the late 
1930’s. Thus in the break-even chart, 
the existing capacity of the firm limits 
its output and therefore profits, where- 
as in economic theory, rising marginal 
costs restrict the size of output and 
profits. 

Closer inspection of the capacity line 
will reveal that it is essentially a ver- 
tial marginal cost line. To increase 
output beyond the present capacity 
would involve an extension to the firm’s 
fxed facilities of production, i.e. an 
inrease in fixed costs. The costs of 
these additional fixed factors are mar- 
ginal costs in this instance—they are 
the costs which must be incurred be- 
fore output can be increased above 
the present capacity output of the firm. 
However, with the increase in the fixed 
factors of production, a new chart 
should be constructed to show that one 
of the factors necessarily assumed con- 
sant in the preparation of the chart 
has changed. For practical purposes, it 
makes no difference whether it is con- 
sidered that the existing capacity of the 

or an increase in marginal fixed 
ests limits output. Theoretically, the 
rising marginal costs could be the in- 
teasing costs of variable factors of 
production, but this possibility should 
te ruled out on rationality grounds. 
Management would not endeavour to 
crease output by the application of 
additional variable factors at the capa- 
tity output level because such an 
attempt would be futile. 
The revenue function 

The total revenue line on the break- 
ven chart is straight, not curved as 
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in the economist’s presentation, be- 
cause it is a projection of the revenue 
receivable for each output when the 
price has already been determined. The 
total revenue line is a price line, not 
a demand curve. It results after the 
conditions of demand—the state of the 
market, the degree of competition in 
the industry, &c.—have been considered 
in the setting of the price. The demand 
curve shows what quantity can be sold 
at each price. The task of management 
is to select that price which it is hoped 
will enable the output of the firm to be 
sold (Figure 11). For instance, if 
management wants to sell output OA. 
it will have to fix price OP. If it wants 
to double its output to OB, it can sell 
that output only by reducing price to 
OR. PP and RR are price lines, and 
D is the demand curve. 


Price 








R 








Quantity 


FIGURE 11 


On the break-even chart, such a 
situation would be depicted by draw- 
ing the total revenue lines at different 
angles, not by changing the slope of 
the total revenue line as each addi- 
tional level of output involving a price 
reduction is reached (Figure 12). 
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FIGURE 12 


As with the cost functions, the linear 
total revenue line is valid only within 
the range of sales considered likely by 
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management. The revenue line at that 
price cannot be projected beyond the 
sales capacity of the business. Thus, 
in the above diagram, the total revenue 
line for price P ends at output OA. 
The state of the market or the capacity 
of the firm will place the upper limit 
to the sales at that price. 


The assumption of a straight total 
revenue line should not be adhered to 
in all circumstances. It does assume 
that sales can vary over some range 
without the need for a price change. 
When the price is set by management, 
this range over which sales might vary 
without a price adjustment will have 
to be closely considered, If this range 
is small in relation to the firm’s likely 
sales, a linear revenue line would not 
be appropriate. Any fluctuation out- 
side this small range, and these varia- 
tions could be very common occur- 
rences, would require the construction 
of innumerable straight total revenue 
lines. In this case, it would be much 
~ eel to draw a curvilinear revenue. 
ine. 


However, the assumption of a fixed 
price within the range of operations 
envisaged by management is in many 
circumstances a reasonable one. Prices 
in practice generally do not vary sig- 
nificantly with moderate changes in 
output. Lack of precise knowledge of 
the demand situation, uncertainty of 
customers’ and competitors’ reactions 
to a change in price, and considerations 
regarding the future trading conditions 
of the firm, will tend to deter firms 
from altering prices too often, even 
though the possibility of an increase 
in immediate profits is reasonably sure. 
Businesses are not always tempted by 
the possibility of increasing short-run 
profits. They must weigh against this 
desire for increased profits perhaps 
more pressing desires for financial 
stability, security of trading position, 
&c. In this way they feel that they 
will obtain more benefit in the longer 
run. They often prefer to compete on 
non-price factors of service, quality 
of product and so on, rather than on 
the basis of price changes. 
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In addition several typical market 
situations will give rise to price con. 
stancy in the short run. In a compe. 
titive industry the demand for the 
products of the individual firm will be 
highly elastic with respect to price. If 
an individual firm increases its price, 
the market will not patronise it, and 
if it reduces its price, the potential 
flood of customers will necessitate the 
price reduction being carried out by 
all the firms in the industry. Under 
monopolistic conditions there will like- 
wise be a fixed price in the short run. 
Usually the demand for the products 
of a monopolist is relatively in- 
elastic with respect to price, so that 
sales cannot be increased significantly 
by a reduction in price. In oligopolistic 
circumstances where there is only a 
small number of firms, business policy 
is to a large extent a matter of strategy. 
Fear of strong retaliation by powerful 
competitors causes a reluctance on the 
part of any individual firm to alter 
prices significantly. Professor D. H. 
Robertson aptly sums up the oligopol- 
ist’s psychology as follows: “I shall be 
had whatever I do.’® Finally, prices 
remain fixed under conditions of price 
control, whether it be government or 
trade price control, or resale price 
maintenance, 


Hence the assumption of a fixed price 
in the short run is, on the whole, very 
realistic. Variations in turnover are 
very often not brought about by price 
alterations, but by changes in the other 
factors influencing demand. In the con- 
ventional economic analysis in which 
the total revenue curve is derived as 
a curvilinear function, the changes in 
turnover are brought about by changes 
in price only, as all other factors are 
being held constant. In the more typi- 
cal short-run business _ situation, 
though, it is price which remains con- 
stant and the other factors which vary. 
These non- -price factors with which 
demand varies will depend on the type 
of product being considered. For in- 
stance, where the commodity is con- 
sumed seasonally, the state of the the 


29. D. H. Robertson, “A Revolutionist’s = Hand- 
book”. Quarterly Journal of Economics, 
Feb. 1950. p. 
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weather is the most vital factor affect- 
ing the volume of sales. Changes in 
advertising methods or intensity, the 
service rendered with the sale, or the 
prices and availability of competitive 
products can have an important effect 
on turnover. This variability of de- 
mand with non-price factors is gener- 
ally more important in the short-run 
than price elasticity of demand in 
causing variations in turnover. The 
linearity of the total revenue line over 
a limited range of turnover is there- 
fore explained by the variability of 
demand at a fixed price; that is, by 
shifts in the demand curve, not by 
shifts along a particular demand curve. 


Conclusions about the chart 


The objections to the break-even 
chart can be overcome by redrafting 
it within the range of output in which 
production is economically possible in 
the short-run. This has been done in 
Figure 13, 
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FIGURE 13 


Output 


For instance in these circumstances, 
operations will not commence until at 
least 20 per cent. of the capacity would 
be utilised, or they would not be re- 
duced below 20 per cent. of capacity 
unless a complete cessation of produc- 
tion was envisaged. At 20 per cent. 
of capacity, the actual production just 
pays for itself: total revenue covers 
total variable production costs. Below 
this level, a smaller loss would be in- 
curred by closing down the plant com- 
pletely because the variable costs of 
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production would exceed the revenue 
receivable from the sale of the product. 
The actual amount of variable cost 
need not be calculated for outputs 
within this 0-20 per cent. capacity 
range since they would be of no use 
to management. All that need be known 
is that they are greater than the total 
revenue. Production could not be in- 
creased beyond the capacity of the 
firm, so the cost and revenue lines must 
end there. If output is limited by a 
sales volume below the maximum pro- 
duction capacity of the firm, the chart 
should only be extended to the sales 
capacity line, which should then be 
shown on the diagram as the upper 
limit to activity, 


Where changes in sales volume can 
only be brought about by price changes, 
a curvilinear total revenue line should 
be used. If the conditions presupposed 
by the Law of Variable Proportions are 
relevant to the operations of the firm, 
a curvilinear cost function might be 
applicable. It is feasible that the dif- 
ferent possibilities might be inter- 
mixed, and so a straight revenue line 
might be included with a curvilinear 
cost line, or a linear cost line and a 
curved revenue line might go together. 
Hence there are four broad possibili- 
ties for cost-revenue-profit relation- 
ships. Which one should be applied to 
any individual circumstance will de- 
pend entirely on the relevance of the 
basic assumptions of each to that given 
case. The charts must be formulated 
to suit the characteristics of each prob- 
lem. The economist’s analysis and the 
cost accountant’s analysis, and com- 
binations of the two, are all valid logic- 
ally, but their validity in particular 
circumstances depends entirely on their 
relevance. Thus if output is increased 
by employing more variable factor with 
the fixed factor, a U-shaped cost curve 
could result. But if output is increased 
by increasing the number of hours 
worked, or by working plant previously 
idle, the cost curve might be linear. [f 
sales vary with price changes and not 
because of other factors, a curvilinear 
revenue line will be relevant. However 
if turnover varies when the price is 
fixed, the revenue function will be linear. 
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The economist’s analysis does not 
necessarily conflict with the account- 
ant’s analysis, because each is analys- 
ing the behaviour of costs and prices 
in a different set of circumstances. 


Management must realise that these 
relationships hold only within a speci- 
fied range of operations und under 
particular assumptions, particularly 
the linear relationships between cost, 
revenue and volume. Management must 
realise that the analysis is necessarily 
limited in that it cannot take into ac- 
count every possible circumstance at 
once. Regard can be had to only the 
principal variables affecting cost and 
revenue at each level of output. In 
practice the relationships will not be 
as clear-cut as the diagrams might in- 
dicate. Complications will arise be- 
cause not all variable costs are perfectly 
variable with ehanges in output and 
output cannot always be increased by 
small amounts. Instead, some costs 
increase in finite amounts at intervals 
of output, i.e. semi-variable expenses. 
There will be many practical difficul- 
ties encountered in the accurate tabula- 
tion of costs for several levels of output. 
All these factors will tend to make the 
cost lines discontinuous and bumpy. It 
also means that the break-even point, 
the shut-down point, &c., may not be 
points which can be stated with the 
utmost precision, but rather are 
“points” covering a small range of out- 
put. Finally, management must realise 
that the cost and revenue functions are 
not necessarily reversible. The variable 


costs which had to be incurred to in. 
crease output from one level to another 
will not necessarily be dispensed with 
if output is later reduced to its former 
level. Erstwhile variable costs quite 
frequently become fixed costs as soon 
as a reduction in output is envisaged, 
The basic conditions underlying an in- 
crease in output do not necessarily co. 
incide with the opposite of the basic 
conditions underlying a proposed reduc- 
tion in the existing output. 


All these factors, though, in no way 
detract from the usefulness or the 
validity of these cost-price-outnut re 
lationship charts. They do mean how- 
ever that the relationships must be 
interpreted intelligently. Finally, it is 
absolutely necessary that the correct 
relationships be definitely established 
for the particular case, and not just 
assumed. 

Flexible budgets based on a linear 
cost pattern will be misleading if the 
cost pattern is not linear. If the cost 
function is a straight line one, then 
any variations of cost above the allow- 
able level will highlight some ineff- 
ciency occurring. Now that the linear 
patterns for cost and revenue functions 
have been shown to be logically valid 
and empirically relevant, perhaps the 
dilemma posed by Mr. Walter Scott 
several years ago should be rephrased 
to read that if proper care is taken in 
their preparation, break-even charts 
not only do work, but should.*° 





30. W. Scott, “The Profitgraph,” Australian 
Accountant, March, 1949. 
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ADDITIONS TO CENTRAL LIBRARY, MELBOURNE 


Accountancy 

Accounting—a social force in the 
community, 1956: Mary E. 
Murphy. 

Accounting practice, 1956: K. H. 
West. 

Accounting trends and techniques in 
published corporate annual re- 
ports, 9th ed. 1955: American 
Institute of Accountants. 

The annual report, 1956: D. Green- 
away & Sons Ltd. 

Bookkeeping for 
1955: J. Unett. 

College and university business ad- 
ministration, Vol. 2, 1955: Ameri- 
ean Council on Education. 

Corporation accounts and statements, 
1955: W. A. Paton and W. A. 
Paton Jr. 

Financial and administrative ac- 
counting, 1955: W. A. Smith and 
J. G. Ashburne. 

Financial reporting in Canada, 1955: 
Canadian Institute of Chartered 
Accountants. 

Insurance accounting — fire and 
casualty, 1954: Insurance Ac- 
counting and Statistical Associa- 
tion. 

The interpretation of financial state- 
ments, rev. ed. 1955: B. Graham 
and C. McGolrick. 

Readings in Australian accountancy, 
1956: K. C. Keown, ed. 

Uniform system of accounts for 
Class 1 Common and contract 
motor carriers of passengers, rev. 
ed. 1955: U.S. Interstate Com- 
merce Commission. 


small traders, 


Machine accounting 


Electronic business machines—a 
new tool for management, 1953: 
E. Lindholm and others. 

The electronic office, 1955: K. H. 
West. 

Principles and practice of mechan- 
ised accounting, 2nd ed. 1956: 
V. L. Solomon. 
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Costing 


Uniform cost system for apparel 
manufacturers, 1951: Pacific 
Coast Garment Manufacturers’ 
Association. 


Auditing 


Case studies in auditing procedure: 
No. 10. A smaller commercial 
finance company, 1956: American 
Institute of Accountants, Commit- 
tee on Auditing Procedure. 


Business Organisation and management 


Automation, 1952: J. Diebold. 

Case studies, plant. maintenance, 
1956: British Productivity Coun- 
cil. 

Education and training for indus- 
trial management, 1955: A. Sil- 
berston. 

The golden book of management, 
1956: L. Urwick, ed. 

How to increase office productivity, 
2nd ed. 1956: E. P. Strong. 

Introduction to investments, 2nd ed. 
1955: J. C. Clendenin. 

Managerial statistics, 1955: K. O. 
Hanson.. 

Manual of modern business equip- 
ment, 1956. 

Proceedings of the conference on 
what is operations research ac- 
complishing in industry, 1955: 
Case Institute of Technology. 

Principles of management, 1955: H. 
Koontz and C. O’Donnell. 

Problems in business administration, 
analysis by the case method, 1955: 
T. C. Raymond. 

Production control and related works 
statistics, 1956: Institute of Cost 
and Works Accountants. 

Profitable bar management, 1955: 
G. M. S. de Fay. 

A review of productivity in freight 
handling, 1956: British Produc- 
tivity Council. 

Time study for cost control, 3rd ed. 
1954: P. Carroll. 
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VICTORIAN DIVISION 


Lecture series on economics 

In June, 218 members enrolled for a series 
of three lectures held in Nicholas Hall dealing 
with Economic Problems of Australia. 

The first lecture dealt with Social Accounts 
and the State of the Economy, and Professor 
R. I. Downing, Ritchie Professor of Economics, 
University of Melbourne, was the lecturer. 

The second lecture was delivered by Pro- 
fessor D. C. Rowan, Professor of Economics, 
New South Wales University of Technology, 
on the subject of Money and Banking in Aus- 
tralia. 

The series was completed by Professor D. 
Cochrane, Sydney Myer Professor of Com- 
merce, University of Melbourne, who spoke 
on Economic Policy and the Australian 
Economy. 

The thanks of the Division are due to the 
three gentlemen concerned, and in particular 
to Professor Cochrane who arranged for the 
lecturers. 


Lectures by Professor Martin L. Black, Jr. 

During the month of July, the Division was 
fortunate in having the services of Professor 
Martin L. Black, Jr., M.B.A., C.P.A., who is 
Professor of Accounting at Duke University, 
U.S.A., and is in Australia as Fulbright Visit- 
ing Professor of Accounting at Canberra 
University College. 

On 18 July, Professor Black gave a public 
lecture on the Status of Accounting in Ameri- 
can Industry. In the last week of the month 
he conducted two tutorial courses of four 
sessions each on Managerial Uses of Cost 
Accounting. These sessions were held during 
the day, and the number at each session was 
limited to forty. The subjects dealt with 
were: Standard Costing, Direct Costing, In- 
ventory Valuation and Current Accounting 
Problems. A total of 123 wished to attend but 
unfortunately only eighty could be accom- 
modated., 

The thanks of the Division are due to Pro- 
fessor Black for his services which he so 
freely placed at the disposal of the Division 
and for the stimulus to accounting thought in 
Melbourne which his excellent lecture provided. 


Electronic accounting 

To bring members up to date with recent 
developments, arrangements were made with 
the National Cash Register Co. Pty. Ltd. for 
the screening of a film produced by the com- 
pany. This dealt with the application of 
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electronic accounting to stock control in a 
retail store. Mr. R. M. Hadley, F.A.S.A, 
Systems and Research Manager, spoke before 
and after the film, and outlined the progress 
made by the company in the electronic data 
processing and allied fields In all, 300 men.- 
bers attended the four sessions, two of which 
were held during the day and two in the 
evening. 


Family Circle discussion 

The subject for the August meeting was: Is 
Stock Control Necessary? The topic was ably 
handled by Mr. A. C. Burman, Internal Auditor 
of Edments Retail Stores. Using an excellent 
method of presentation, the speaker demon- 
strated the importance of keeping stock turm- 
over high and stock low. The reconciliation 
of purchases, stock, and sales, was most in- 
portant if investment in stock was to be kept 
as low as possible. An animated discussion 
followed Mr. Burman’s address. 


August luncheon 

The speaker at the August monthly luncheon 
was Mr. R. E. Gregory, a member of Divisional 
and General Councils, and Director and Secre- 
tary of the Myer Emporium Ltd., who had 
just returned from an extensive world tour. 
Mr. Gregory chose as his subject, Impressions 
of a Traveller, and gave a large and apprecia- 
tive audience a most interesting talk on his 
visit to the United States and Europe. 


Weekend convention, Latrobe Valley 


The third weekend convention held by the 
Division took place at the Fairfield Guest 
House, Yallourn, and a total of 55 members 
attended, as well as a number of guests from 
Yallourn. 

The convention was opened by Brigadier 
John Field, C.B.E.. D.S.O., -» BB 
A.M.LE. (Aust.), General Superintendent 
State Electricity Commission, Yallourn, at 4 
reception and dinner on Friday evening. 

The first technical session was on the sub- 
ject, Budgeting and Accounting for Capital, 
and the paper was delivered by Mr. B. C. Cor- 
nell, F.A.S.A., F.C.1.S., of Imperial Chemical 
Industries of Australia and New Zealand Ltd. 

On the Saturday morning a visit was paid 
to the Maryvale plant of Australian Paper 
Manufacturers Ltd., and in the afternoo 
Brigadier Field personally conducted members 
on an inspection of the State Electricity Com- 
mission’s Yallourn undertaking. 

At the second technical session, on Satur- 
day evening, Mr. V. L. Solomon, F.A.S.A. 
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delivered a paper on the subject, Some Aspects 
of Pay Roll Mechanisation. 

The concluding session on the Sunday morn- 
ing was on the subject of Direct Costing and 
the paper was delivered by Mr. R. A. Hayes, 
AC.A. (Aust.), of Kia-Ora Industries Ltd. 
Personal 

Mr. D. A. G. Wells has resigned his position 
as Head Office Accountant with MacRobertson 
Pty. Ltd. and has taken up an appointment as 
Company Secretary to Hartleys Ltd., 270 
Flinders Street, Melbourne. 

Obituary 

Divisional Council records with regret the 
deaths of the following members: H. S. Bligh, 
¢. S. Clarke, C. R. S. Kerr, F. J. Stratton, 
J. A. Thomson, A. J. Turnbull, R. C. J. 
Williams. 

Assistant Registrar 

Miss N. Dawson, B.Com., A.A.S.A., has 
been appointed Assistant Registrar of the 
Division. Miss Dawson was formerly with 
the Myer Emporium Ltd. and Maples. 


NEW SOUTH WALES DIVISION 


Wollongong convention 

Previous conventions have been most suc- 
cessful, and arrangements have been made 
for the next Accounting Convention to be held 
on 9, 10 and 11 November at Wollongong. 
The convention programme follows. 

Friday, 9 November— 

Evening—Buffet Dinner and Social at Grand 
Hotel. 

Saturday, 10 November— 

Morning—Official opening by Mr. A. A. 
Parish, General Manager, Australian Iron 
and Steel Ltd., Port Kembla. 

Technical Session—What the Cost Account- 
ant should do for Management, by Mr. G. 
H. Peterson, A.A.S.A., W. D. Scott & Co. 
Pty. Ltd. 

Afternoon—Tour and inspection of Aus- 
tralian Iron and Steel Ltd., Port Kembla, 
or Lysaghts Works Pty. Ltd, Port 
Kembla. 

Evening—Technical Session—Introductory 
talk on Electronics as Applied to Account- 
ing, by Mr. R. G. McCrossan, Assistant 
Actuary, A.M.P. Society. 

Film, and inspection of electronic data pro- 
cessing equipment in use at Lysaghts 
Works Pty. Ltd. and Commonwealth Roll- 
ing Mills, followed by discussion period. 

Sunday, 11 November— 

Morning—Technical Session—Direct Costing 
by Mr. D. R. Rickard, A.A.S.A., Works 
Secretary, Lysaghts Works Pty. Ltd. 

Accommodation will be available at the fol- 

wing hotels: Coniston, Grand, Illawarra, 
Normandie, Oxford and Royal. Early applica- 
tion should be made to the State Registrar for 
accommodation. 

Members’ luncheon 

On Wednesday, 18 July, over 300 members 

ind guests attended the luncheon at the 
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Trocadero to hear Mr. A. G. (Johnny) Moyes, 
M.C., broadcaster, journalist and former 
cricketer. The subject of his address was 
Curious Incidents in the Game of Cricket. 
Those present were sorry that his address was 
limited to a luncheon period as it was most 
interesting, well presented, and amusing. A 
vote of thanks to the guest speaker was 
moved by Mr. A. S. Deane and carried en- 
thusiastically. 


Business finance 

A series of four lectures designed to assist 
members with their day-to-day problems of 
business finance was held in the Assembly 
Hall, Margaret Street, on 21 and 28 June, 12 
and 19 July. The subjects and speakers were: 
Methods of Financing Business Enterprises, 
by Professor R. J. Chambers. B.Ec., A.A.S.A.; 
Proprietors’ or Outside Funds—Which? by 
Mr. G. A. Green, A.C.A.A.; Taxation and 
Financing an Enterprise, by Mr. H. W. B. 
Chester, A.A.S.A.; and An Injection for the 
Ailing Business, by Mr. B. O. Smith, F.A.S.A. 
Once again the support given to the lecture 
series was most encouraging and the lectures 
were well prepared and presented. 


Coming events 
September 28—Public lecture, Professor Mar- 
tin L. Black, Jr. 
31—Members’ Luncheon, Troca- 
dero, 12.50 p.m. Guest speaker, 
Mr. P. S. McGovern, C.B.E., 
Commissioner of Taxation. 
November 9, 10, 11—Accounting convention, 
Wollongong. 
December 12—Members’ luncheon, Trocadero, 
12.50 p.m. 


October 


Personal 

Mr. C. R. J. Grill, A.A.S.A., has retired 
from the firm of Griffiths, Grill, Love & Co., 
of 316 Pitt Street, Sydney, and will conduct a 
cocoons practice at 22 High Avenue, Dulwich’ 

ill. 

Mr. D. G. Paech, A.A.S.A., has been ap- 
pointed Secretary of BALM Paints Pty. Ltd., 
and Commonwealth Litharge and Red Lead 
Pty. Ltd. 

Mr. G. H. Beale, A.A.S.A., Barrister-at- 
Law, has been appointed Public Trustee of 
New South Wales. Mr. Beale was previously 
Senior Deputy Public Trustee. 

Mr. Walter Scott, F.A.S.A., has been elected 
one of the three members of the Management 
Committee of C.I.0.S. (International Com- 
mittee for Scientific Management). Mr. Scott 
recently returned from Dusseldorf, where he 
attended a meeting of the Executive Council 
of C.I.0.S, 


QUEENSLAND DIVISION 


July luncheon 

On 17 July, at lunch, members were ad- 
dressed by Mr. A. R. Trist, Deputy Director 
of Forestry in Queensland. Mr. Trist outlined 
the work of the forester and said that, al- 
though his efforts were slow to produce re- 
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sults, forestry was one of the highest forms 
of agriculture and provided one of the Gov- 
ernment’s greatest services to industry. 

Members were interested to note that, de- 
spite Australia’s great potential from a pri- 
mary production point of view, it had only a 
very small proportion of its land under per- 
manent forests. However, Australia’s forest 
production was rather rapid, particularly in 
Queensland, and the rapid growth produced 
a high production per acre of quality timbers. 
Some idea of the extent of the industry was 
gathered from the fact that sawmilling alone 
produced for the State over £20 million per 
annum. 

At the conclusion of his address Mr. Eric 
Munro, A.A.S.A., moved a vote of thanks. 


Educational Group 


The August meeting arranged by the Edu- 
cational Group committee was held on Thurs- 
day, 9 August, at 7.30 p.m., in the Oddfellows 
Hall, Brisbane. A large audience listened to 
an address by Mr. R. A. McInnes, member of 
the Brisbane Stock Exchange, who dealt with 
the subject, The Accountant and the Stock 
Exchange. 

Before Mr. McInnes delivered his paper, 
members watched a film entitled Invest in 
Australia. This dealt with the procedure fol- 
lowed by an investor desiring to purchase 
shares on the Stock Exchange and gave an in- 
sight into the operations of the Exchange. Mr. 
McInnes explained various aspects of the 
film, the reasons why a share market fluctu- 
ated from time to time, and the manner in 
which the Stock Exchange protected the in- 
terests of the investor. 

At the conclusion of his address he was 
joined by Mr. W. S. Holder, Secretary of the 
Brisbane Stock Exchange, who with Mr. 
‘McInnes answered a number of questions 
raised by members. 

Members were particularly indebted to Mr. 
McInnes and Mr. Holder, as the paper was 
originally to have been delivered by Mr. A. A. 
Hale, President of the Brisbane Stock Ex- 
change, who was unexpectedly called away 
to Melbourne. Mr. McInnes had consented at 
the last moment to undertake the task pre- 
viously allotted to Mr. Hale. 


Visit of Professor Martin L. Black, Jr. 


From 9 to 15 September members in Bris- 
bane will have the opportunity of meeting an 
eminent American accountant, Professor Mar- 
tin L. Black, Jr. Professor Black comes from 
Duke University, North Carolina, U.S.A. He 
is visiting Canberra University College under 
a Fulbright grant and has agreed to under- 
take a series of lectures for the Society in 
the various states. 

Whilst he is in Brisbane the Council of the 
Queensland Division has arranged for him to 
deliver a lecture to members in the Teachers’ 
Conference Hall, 81 Elizabeth Street, Bris- 
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bane, on the night of Thursday, 13 September, 
The subject chosen for his address is The 
Status of Accounting in American Industry, 

Professor Black has also agreed to address 
members informally at the September 
luncheon, to be held on Wednesday, 12 Sep. 
tember, in The Maple Lounge, Edward Street, 
at 1 p.m. 


Accountants’ and Secretaries’ Educational 
Society 
Study Tour of G.P.O. 

On 12 September the Society will hold g 
study tour of the G.P.O., with a talk on Money 
Order Accounting (including internal control), 
by Mr. V. Daley, who has recently returned 
from Sydney. The address will be held in the 
Engineers’ Lecture Room, Elizabeth Street, 
Brisbane. 


Bundaberg Section 

At the July meeting a talk on Costing was 
delivered by the Secretary of the Bundaberg 
Foundry Ltd., Mr. H. Q. Boyes. Sixty-five 
attended the meeting, which was illustrated 
by sample forms displayed on a large board. 
The meeting was preceded by a tour of the 
Bundaberg Foundry. 

The next address will be given on 14 Nov- 
ember, by Mr. D. C. McDonough, Traffic Mana- 
ger of Queensland Airlines, at Hinkler Air. 
port. The address will be preceded by an in- 
spection of civil aviation facilities at the air- 
port. 

At a future date the Town Clerk, Mr. L. 
J. Lucas, will deliver an address on Municipal 
Administration. 


Personal 

Mr. R. M. Bryant, A.A.S.A., commenced 
practice at 36 Longland Street, East Brisbane 
in July 1956. 

Mr. D. H. McInnes, A.A.S.A., practising as 
Valentine & McInnes, has admitted Mr. N. E. 
Richards, A.A.S.A., into partnership as from 
1 July, 1956. The practice will continue under 
the firm name of Valentine and McInnes at 
New Zealand Chambers, 334 Queen Street, 
Brisbane. 

Mr. H. N. Jacobs, A.A.S.A., has been ap- 
pointed Secretary to the Picture Theatres and 
Films Commission. Mr. Jacobs, who has been 
an officer of the Local Government Depart- 
ment for fifteen years, has been acting as 
Secretary to the Commission for the past 
three months. 


Obituary 

We record with regret the recent death of 
Mr. Thomas C. Kerr, F.A.S.A. Mr. Kerr was 
a partner in the firm of Wright & Kerr, Bris- 
bane, and for thirteen years had been a mem- 
ber of the Queensland Parliament. 


SOUTH AUSTRALIAN DIVISION 
Film Evening k 
The Divisional Council was pleased with 
the response from members to the Film 
Evening held at the Shell Theatrette on Mon- 
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day, 6 August. 350 acceptances were received, 
and by courtesy of the Shell Company a 
second screening of the films was made in the 
late afternoon. 

The films shown were: Stephen Banner— 
Supervisor, Take a Letter Please, and Work 
Simplification as applied to Clerical Opera- 
tions. We are indebted to Mr. J. Fanning, 
AA.S.A., of the Clerical Work Study Section 
of Imperial Chemical Industries, for his com- 
mentary on one of the films. 


Arrangements are being made for these 
flms to be shown to members of the Port 
Pirie and Mount Gambier Branches of the 
Society. 


Members’ dinner 

Members will have received notice of the 
dinner to be held at the Myer Apollo Dining 
Hall on Friday, 28 September. The Division 
will be honoured by the attendance of His 
Excellency the Governor, Sir Robert George. 


Demonstration of business equipment 

At the time of writing these notes, 175 
replies had been received for the demonstra- 
tin of business equipment to be given by 
the Commonwealth Bank on 26 and 27 Sep- 
tember. This is an indication of the interest 
of members in new types of equipment and 
business systems. 


Amual endowed lecture 


The annual lecture in the University of 
Adelaide will be given by Professor Martin 
L. Black, Jr., Professor of Accounting at Duke 
University, U.S.A. 

Professor Black has chosen as the title of 
his lecture, Depreciation—Purpose and 
Methods. Invitations to attend the lecture will 
be forwarded to all members. 


Personal 

Mr. R. N. Wiese, A.A.S.A., has commenced 
practice at Berri. 

Mr. G. R Clarke, A.A.S.A., has been ap- 
pointed General Manager of Adelaide Chemi- 
cal & Fertilizer Co. Ltd. 


Obituary 
It is with regret that we report the deaths 


of two members of the Division: Messrs. C. 
L. Johnston and A. E, Zeitz. 


TASMANIAN DIVISION 


Luncheon meeting 

On Thursday, 19 July, Hobart members of 
the Tasmanian Division turned out in great 
numbers to attend a luncheon talk at ‘“‘The 
Continental,” given by Mr. W. G. Meadley, 
B.E.E., A.M.ILE.. F.A.I.M., Management Con- 
sultant, of W. D. Scott & Co. Pty. Ltd., on 
the subject, Management in Relation to Auto- 
mation—with an Accounting Bias. 

The speaker was introduced by Mr. Quentin 
McDougall, President of the Tasmanian Divi- 
sion, and a vote of thanks was proposed by 
Mr. A. H. Braby, a member of the Divisional 
Council. 


Personal 

Mr. L. R. Wastell. A.A.S.A., has com- 
menced practice at St. Andrew’s Chambers, 
36 St. John Street, Launceston. 


WESTERN AUSTRALIAN DIVISION 


Personal 

Mr. A. J. Reid, F.A.S.A., has received the 
honorary degree of Doctor of Laws (Mel- 
bourne). 

Mr. F. J. Piper, A.A.S.A., has been ap- 
pointed Accountant to the Fremantle Har- 
bour Trust. 


Australian Accountants Students’ Society 


NEW SOUTH WALES DIVISION 

Annual meeting 

At the Annual Meeting, held on 21 June, 
the following committee was elected: Messrs. 
F.C. B. Packer, F.A.S.A., T. H. Braban, 
PAS.A., G. L. Cranney, A.A.S.A., G. M. A. 
Sloan, A.A.S.A., L. H. Talbot, A.A.S.A., A. 
Bell, J. A. Clough and E. S. Stewart. The 
thairman of the meeting, Mr. F. C. B. Packer, 
extended congratulations on behalf of the 
members to Mr. J. A. Clough on his recent 
tleetion to the Legislative Assembly. At the 
frst meeting of the new committee the re- 
tring office-bearers were re-elected, viz.: 
Chairman. Mr. F. C. B. Packer; Vice-Chair- 
man, Mr. T. H. Braban; Honorary Secretary, 
Mr, G. L. Cranney; Honorary Treasurer, Mr. 
GM. A. Sloan. 
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July lecture 

The July lecture, Bankruptcy Procedure, 
was delivered at the Society’s Conference 
Room on 11 July, by Mr. C. Darvall, LL.B. 
The lecturer traced a theoretical bankruptcy 
case through its various stages to completion, 
and introduced some humour to the subject. 
A vote of thanks was moved by Mr. J. A. 
Clough, M.L.A., who drew attention to Mr. 
Darvall’s unusual and extremely instructive 
method of conveying the points of his lecture 
to the meeting. 


SOUTH AUSTRALIAN DIVISION 
August lecture 
A lecture on the subject, An Examiner 
looks at Students and their Answers, by Mr. 
G. K. Williams, M.A., Dip.Ed., was arranged 
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for 28 August. The committee hopes that it 
will prove to have been of considerable as- 
sistance to students, enabling them to re- 
examine their methods and approach to ex- 
amination papers. 


September lecture 
A lecture has been arranged for 13 Septem- 


Australasian Institute 


GENERAL COUNCIL 

Extraordinary general meeting 

Following the receipt of a _ requisition 
signed by the necessary number of members, 
an extraordinary general meeting of members 
was convened by General Council and held in 
Melbourne on 1 August, 1956. At this meet- 
ing, the proposal for affiliation with the Aus- 
tralian Society of Accountants was re-sub- 
mitted to members, and the result of the poll 
— was as shown in the accompanying 
table. 


ber by Mr. E. W. Palmer, LL.B., A.A.S.A, 
whose subject is General Aspects of Mercan. 
tile Law. 


Christmas social 

It has been decided to hold a Social in De. 
cember, and accommodation has been booked 
at the Ex-Navalmen’s Association, Peel Street, 
Adelaide. 


of Cost Accountants 


bers extend good wishes and congratulations 
to Mr. Keynes upon his election and wish him 
well in his period of office, which will cover 
the difficult transition period following the 
affiliation vote. 


Cost Bulletin competition 


Readers of the Australian Accountant are 
informed that the popular Cost Bulletin con- 
petition has been renewed for 1956, and two 
valuable prizes are offered competitors. The 
first prize is £50 for a complete Cost Bulletin, 


Results of Poll 


State 


Total Members Members in 


% Number % of 
Number Votes in 


Members Voting Voting favour against Favour 


Victoria (including unattached) 
Tasmania . ; 
New South Wales 

Queensland .... 

South Australia . 

West Australia 


37 94% 
100% 
83% 
96% 
95% 


85% 


865 594 

28 19 
578 352 
120 103 
281 182 
125 82 


69% 557 
69% 19 
61% 294 58 
86% 99 4 
65% 173 9 
66% 70 12 





Total . onthe 


1,332 67% 1,212 120 91% 





As the proposal and the amended articles 
of Association were approved by the neces- 
sary majority the resolutions were passed as 
special resolutions. 

A special committee of the Institute is now 
collaborating with the Society to establish the 
procedure and time-table necessary to give 
effect to the affiliation of the two bodies. 


Australian President 


In the last month’s issue, members were in- 
formed of the election of Mr. J. N. Keynes, 
F.C.A.A., of South Australia, as Australian 
President of the Institute. Mr. Keynes is 
General Manager of the South Australian 
Tramways Trust, which is noted for its effici- 
ent operating and managerial control. He 
joined the Institute in 1936 and was for 
several years President of the South Aus- 
tralian Division; he has taken a life-time in- 
terest in costing and is also a member of the 
Australian Institute of Management. Mem- 
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and this should deal with an important aspect 
of cost accountancy. Three prizes are then 
offered of £10 for the best of the shorter con 
tributions on costing or allied subjects. Manv- 
scripts should be typed and should be sent to 
the General Registrar, 11 Bank Place, Mel- 
bourne, not later than 31 March, 1957, signed 
only by a nom de plume. The contributor’ 
nog should be enclosed in a separate enve 
ope. 


VICTORIAN DIVISION 


Mr. M. V. Anderson 

At the August meeting of the Victorian 
Divisional Council, regret was expressed 
Mr. M. V. Anderson, F.C.A.A., had tendered 
his resignation from the Council. Mr. Andet- 
son joined the Council by invitation on 
May, 1926, and has given more than thirty 
years’ service to the Division. During thst 
period Mr. Anderson has held many impor 
ant offices, including the Australian Presidency 
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during 1928-29, and on two occasions he has 
been President of the Victorian Division. He 
has also served as examiner, editor and 
General Councillor, and has contributed a 

t deal of literature to cost accountancy. 
He has lectured on a number of occasions and 
has contributed nobly to our profession. The 
Council recorded a minute of sincere apprecia- 
tion of Mr. Anderson’s services. 


Factory visits 

Two factory visits will take place in Sep- 
tember: H. V. McKay-Massey Harris Pty. 
Ltd, on 18 September at Sunshine, and H. J. 
Heinz Co. Pty. Ltd., on 20 September at 
Dandenong. A few vacancies remain, and 
members who desire to participate should 
communicate with the Registrar at once. 
These visits are an excellent means of in- 
measing one’s knowledge and practice of cost 
accountancy, and in each case time is devoted 
toa discussion of cost methods and means 
wed by each company to control its costs. 


Film night 

A very successful film night was conducted 
by the Institute at the Vacuum Theatrette 
where a capacity audience viewed a pro- 
gramme of films on costing and managerial 
subjects. This function will be repeated at an 
arly opportunity. We are indebted to the 
Vacuum Oil Co. and the State Film Centre 
for the loan of films and use of facilities. 


Personal 
Mr. J. J. Craig, A.C.A.A., has been appointed 
Seretary of Rio Tinto Ltd. 


NEW SOUTH WALES DIVISION 

Electronic computers 

On 23 July, a lecture was given in the 
Teachers’ Federation Hall on the subject, The 
Electronic Computer and What it Can Do for 
You. Mr. John J. Braithwaite of the Bureau 
of Statistics and Economics was the speaker. 
Mr, Braithwaite had prepared copies of his 
keture and these were distributed. 


Ofice-bearers 
The following were elected as office-bearers 
if the Division for the ensuing year: Presi- 
dent, Mr. R. F. Jarman; Vice-President, Mr. H. 
L. Thomas; Hon. Treasurer, Mr. K. S. Fleming; 
ntatives on General Council, Messrs. 


R. F. Jarman, W. H. Newton, and H. L. 
Thomas; Executive Committee, Messrs. R. F. 
Jarman, H. L. Thomas and H. L. Sainsbury; 
Library Committee, Messrs. R. F. Jarman, L 
M. Levy, and K. §S. Fleming; Applications 
Committee, Messrs. H. L. Sainsbury, A. D. 
Richmond, and H. L. Thomas; Activities Com- 
mittee, Messrs. H. L. Thomas, R. F. Jarman, 
W. H. Newton, H. L. Sainsbury, L. M. Levy, 
W. A. Hall, K. S. Fleming, D. A. Herbrand, 
D. B. Lewis, K. W. Peterson, A. E. Newcombe, 
W. M. Hodgins and A. H. Luckin; Publicity 
Officer, Mr. K. W. Peterson; Divisional Regis- 
trar, Mr. A. G. L. Harris. 


SOUTH AUSTRALIAN DIVISION 


Lecture series — 

The South Australian Divisional Council, in 
conjunction with the Australian Institute of 
Management, has arranged a most interesting 
series of lectures on Electronics in Business 
and Industry. The first lecture will take the 
form of a film screening and demonstration, 
with a commentary by the State President, Mr. 
O. L. Wilson; and on the second evening the 
Hollerith Electronic Multiplier will be demon- 
strated. 


Demonstration of business equipment 
Members have been informed of an in- 
vitation extended by the Commonwealth Bank 
to demonstrations of business equipment at 
the banking chamber on 25 and 26 September. 


Office-bearers 

The following office-bearers were elected at 
a meeting of the Divisional Council in April 
last: President, Mr. O. L. Wilson, A.C.A.A.; 
Vice-President, Mr. Alex Moffatt, A.C.A.A.; 
Hon. Treasurer, Mr. F. R. Harris, A.C.A.A. 
Mr. J. N. Keynes was appointed representa- 
tive of the South Australian Division on 
General Council. 


WESTERN AUSTRALIAN DIVISION 

The resignation was received of Mr. C. T. 
Pullan, F.C.A.A., who owing to pressure of 
business felt he was unable to devote suffici- 
ent time to his office as a member of the 
Divisional Council. Mr. Pullan’s resigna- 
tion was received with regret, and a record 
was placed in the minutes of the Council’s 
appreciation of the exceptional services 
rendered by him as a Divisional Councillor 
for many years. 
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PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 


FELLOW, 32, also F.C.I.S., F.A.S.A., re- 
cently returned after 8% years abroad with 
British Manufacturing Organisation employing 
3,000—four years as Director and General 
Manager, interested in executive position or 
business proposition in Australia or overseas. 
Capital available. Reply “Fellow,” c/o State 
Registrar, 22 Grenfell Street, Adelaide. 


ACCOUNTANT, with good taxation experi- 
ence, would like to hear from fellow account- 
ant, in Brisbane, willing to relinquish part of 
practice, involving fees of £500 per annum, 
farming and pastoral accounts preferred, but 
not essential. Reply to No. 131, Australian 
pomely of Accountants, Box 457, G.P.O., Bris- 

ane. 


PRACTICE SOUGHT—Established practi- 
tioner desirous of expansion in Brisbane or 
suburbs either by straight out purchase or 
gradual retirement of another practitioner. 
Replies to No. 132, c/o Australian Society of 
Accountants, Empire House, Wharf Street, 
Brisbane. 


UNIVERSITY OF MELBOURNE 


Applications are invited for the position of 
LECTURER OR SENIOR LECTURER IN 
ACCOUNTANCY. Applicants should possess 
a UNIVERSITY degree, and be members of, 
or qualified to become members of, a profes- 
sional association of accountants, have had 
experience of the practice of accounting either 
in public accountancy or in industry, and be 
interested in accountancy teaching and re- 
search. 

The salary will be from £1,300 to £1,800 per 
annum for a Lecturer or £1,850 to £2,150 for 
a Senior Lecturer, depending on qualifications 
and experience. Superannuation is similar to 
F.S.S.U. 

Applications should reach the Registrar, 
from whom conditions of appointment may 
obtained, by 15th November. 

F. H. JOHNSTON, 


Registrar. 


The Australian Accountant, 


15/-. 


THE N.S.W. UNIVERSITY OF 
TECHNOLOGY 
Vacancy for Senior Lecturer/Lecturer in € 
Accountancy. 

The University invites applications fort 
position of Senior Lecturer/Lecturer in ¢ 
Accountancy in its newly established F 
of Commerce. , 

Salary: Senior Lecturer, £1,834 range & 
per annum; Lecturer, £1,234 range £1,784} 
annum. 

Commencing rate according to qualificat 
and experience. Applicants should possesg_ 
gree or diploma or equivalent qualificat 
Practical experience in Cost Accounting 
is essential and lecturing experience an’ 
vantage. The successful applicant will be 
quired to plan courses in Cost Aon 
Accounting Control. 

Applications should be forwarded in 
envelope marked “University Appointment 
the Bursar, Box 1, Post Office, Kensing 
N.S.W. 


OFFICE MANAGER—A long-establ 
commercial organisation, with operation 
several states, is undertaking a prog 
of reorganisation and requires a qualified 
countant for the newly-created positia 
OFFICE MANAGER in its Melbou 
branch. 

Duties: To be responsible to Managem 
for the control and direction of all account 
records, clerical operations and office se 
In the initial stages, the appointee will” 
operate with the Company’s consultants in’ 
implementation of new procedures. 

Age and qualifications: The position. 
quires a qualified accountant, within the 4 
group 27-32 years, with sound experiend 
either the public accounting field or in 
mercial accounting and office managemem 

Salary: Starting salary will be com 
surate with experience, qualifications % 
potential development, but will not be 
than £1,250 per annum. There are excel 
opportunities for future advancement. 

Replies in confidence to No. 426, c/o 
tralian Society of Accountants, 37 
Street, Melbourne. 
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